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fs efficient, and economi- 
cal service in all fiduciary duties. For individuals we serve as 
Exeoutor, Administrator, Guardian, Conservator, ‘Trustee -er- 
Agent. For corporations we serve as. Registrar and Transfer 
| Agent of stocks,» and Trustee of bond and note issues. 
: Member Federal Deposit Insuronce Corporation) 
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New York Escrows 


“If you. have any documents pertaining to New York real 
estate to be placed in escrow’ pending completion of any 
agreement in New York City, we’ are equipped to act as 

escrow agent with efficiency and at moderate cost. 


For over. fifty years, ‘we ‘have been closing real estate 
contracts for our. clients and have acquired the necessary 
experience to solve the various difficulties that ofttimes arise 


“in connection with feat estate, 


Title Guarantee and Trost Company 





TRUST COMPANIES 


STATEMENT OF CONDITION 


Mercantile-Commerce 
Bank and Trust Company 


Locust ~ Eighth~ St. Charles 
St. Louis 


MARCH 4, 1936 
* 


THE RESOURCES 


Cash and Due from Banks $65,225,065. 76 
U. S. Government Obligations, 
direct and guaranteed— 
Pledged). .. .$ 6,024,981.40 
(Unpledged) .. 39,476,924.93 45,501,906.33 $110,726,972.09 
Other Bonds and Securities— 
(Pledged).... None 
(Unpledged) . . $18,263,225.34 $18,263,225.34 
Demand Loans 8,123,963.88 
Real Estate Loans 9,529,874.63 
Time Loans . 11,067,429.69 46,984,493.54 
Stock in Mercantile-Commerce Company . : 6,000,000.00 
(As authorized by the Banking Act of 1933, the Mercantile- 
Commerce Company is a wholly-owned subsidiary of this 


Bank, with no Liabilities. Its Assets consist entirely of U. 
S. Government Obligations, carried at par. 


Stock in Federal Reserve Bank in St. Louis 360,000.00 
Real Estate (Company’s Building) 2,450,000.00 
Safe Deposit Vaults 600,000.00 
Other Real Estate (Former Bank of Commerce Bldgs.) 1,500,000.00 
Overdrafts 6,612.93 


Customers’ Liability on Acceptances and Letters 
of Credit 218,016.82 


Other Resources 48,864.35 
$168,894,959.73 














Capital Stock $10,000,000.00 
Surplus 2,000,000.00 
Undivided Profits 3,048,519.45 
Reserve for Contingencies 801,038.68 
Reserve for Interest, Taxes, etc 696,000.00 
Unpaid Dividends 3,184.00 
Bank’s Liability Account Acceptances and Letters 

of Credit 218,016.82 
Deposits, Secured: Public Funds . $ 6,849,103.95 
Other Deposits, Demand .... 114,557,565.58 
Other Deposits, Time 30,721,531.25 152,128,200.78 


$168,894,959.73 








All Securities pledged are to the U. S. Government or its Agents, State of 
Missouri and the City of St. Louis, to secure deposit and fiduciary obligations. 








MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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1836—1936 
One Hundredth Anniversary Year 


If you contemplate establishing a 


banking connection in Philadelphia 


the Girard Trust Company invites 


your consideration of its facilities. 


GIRARD TRUST COMPANY 


EFFINGHAM B. MORRIS ALBERT A. JACKSON 
Chairman of the Bcard President 
BROAD AND CHESTNUT STREETS, PHILADELPHIA 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 





TRUST COMPANIES 


A MONTHLY MAGAZINE DEVOTED TO THE INTERESTS OF FIDUCIARIES 
Founded 1904 by C. A. Luhnow 


VOL. 62 APRIL, 1936 No. 4 


SPECIAL ARTICLES 


VALUATION OF TRUST ASSETS FOR CONTROL PURPOSES 
Survey of Methods Used by Leading Trust Institutions 


SHOULD TRUSTEES BUY EQUITIES? . 
Roger W. Babson 


FREE SERVICES IN TRUST INSTITUTIONS 
Francis X. Mannix 


SIGNIFICANT COMPARISONS OF TRUST EARNINGS AND EXPENSES 
Conner Malott 





Monetary Influences Behind Investment Market 
Everyday Experiences of a C. L. U. with Trust Companies 
Inflation—Its Process and Its Consequences 


Bank’s Responsibility for Its Trust Department 


CURRENT NEWS AND DISCUSSION 


Nuncupative Will by Public Act—Louisiana Practice 

Suggested Schedule of Trust Service Charges . 

Pledge of Securities for Protection of Trust Assets . 
Compilation of Requirements of State Banking Laws 


REGULAR FEATURES 
COURT DECISIONS 


Books and Brochures Reviewed . 
Corporate Fiduciary Associations 
Developing Trust New Business . 
Excerpts from Selected Articles . 
Layman’s View of Trust Department . 
Personnel Changes and Trust Institutions Briefs 
Wills Recently Probated 
Index—Topical and Advertising 


Copyright 1936 by Fiduciary Publishers, Inc. 





Published by FIDUCIARY PUBLISHERS, Inc., Two Rector Street, New York. Tel. Bowling Green 9-0479 
CHRISTIAN C, LUHNow, Editor R. R. BrxBy, Trust Consultant 


D. A. LOMAX, Assistant Editor M. J. FoLey, Business Manager 
Entered as second-class matter May 24, 1904, at the post office at New York, N. Y., under the Act of March 3, 1879 
Subscription, $5.00 per annum; Foreign, $6.00 per annum; Single copies, 60 cents 
Advertising rates on request Publisher reserves right to reject any copy 
TRUST COMPANIES Magazine is not to be considered as endorsing the views which may be advocated in signed articles 





TRUST COMPANIES 


United States Trust Company 
of New York 


45 Wall Street, New York 
Chartered 1853 


Condensed Statement as of March 31, 1936. 
RESOURCES 


Cash in Banks $25,905,572.46 
Loans on Collateral 31,106,937.42 
Bills Purchased 2,455,499.44 
United States Government Securities.......... 15,500,000.00 
State and Municipal Bonds.................... 3,000,000.00 
Other Bonds 11,082,250.00 


Stock in Federal Reserve Bank................. 780,000.00 
Bonds and Mortgages 5,796,145.69 
Real Estate, 45 Wall Street 2,000,000.00 
Other Real Estate 125,000.00 
Accrued Interest Receivable 407,865.62 


$98,159,270.63 


$ 2,000,000.00 

24,000,000.00 

4,106,691.56 

$30,106,691.56 

Deposits 66,366,475.48 
Interest Accured on Deposits 39,584.85 
Reserved for Taxes and Expenses 1,346,518.74 
Dividend Payable April 1, 1936 300,000.00 


$98,159,270.63 


United States Government and other securities carried at $405,000 are pledged to secure public 
deposits and for other purposes required by law. 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





Adequate Compensation for 
Fiduciaries 


S banking officials and supervisory 
authorities, as well as trust execu- 
tives themselves, recognize the necessity 
for more definite knowledge of trust de- 
partment costs, there is a growing con- 
cern, throughout the country, over the in- 
adequacy of fees, especially for personal 
trust services. This is the more insistent 
in view of the present low rate of income 
of investments, and the possibility of a 
continuance of a low level for some time 
to come. It has been particularly aggra- 
vated in those cases where fee schedules 
are on an income, rather than an income 
and principal or straight principal basis; 
also where restrictions on special allow- 
ances are severe. 

The majority of comments on the sub- 
ject have taken the course of suggesting 
higher basic fee rates. Before jumping 
at this panacea the consequences must be 
carefully weighed. It could hardly be ex- 
pected to stimulate the flow of new busi- 
ness, or even to strike a popular note in 
the legislatures or, because of attendant 
publicity, among the present “social- 
minded” public, who would probably feel 
little anxiety over low profits of trust de- 
partments. In some instances, too, this 
pecuniary wound has been largely self- 
inflicted by the happy optimism of new 
trust departments which believed that a 
profitable volume could be built with mul- 
tiples of $5,000 trusts. Unfortunately, the 
privilege of investing moderate-sized 
funds through a composite fund arrange- 
ment, as is in use by the insurance com- 


panies, was rarely accorded to trust in- 
stitutions. Perhaps this has been owing 
to a misinterpretation of the philosophy 
of “commingling” of trust funds, in which 
the distinction was not made that the in- 
dividuality of trust instrument directions 
and obligations could be entirely pre- 
served if the investment of the fund was 
represented by a definite interest in a 
composite fund rather than in a particu- 
lar corporation or piece of real estate. 
Furthermore, there has too often been a 
collection of expensive bric-a-brac on the 
“free service” shelves of the trust de- 
partments, where the profit is lodged in 
the bank for a year or two and the liabil- 
ity in the trust department for a score of 
years. Only one step removed from this 
practice is that of competitive “fee cut- 
ting,” which would seem to provide a 
poor foundation for pleas to raise the 
court or statutory fee basis. 

With the analysis of trust costs should 
come invaluable information as to the 
types of accounts which “earn their keep” 
and those which are enjoying a free ride. 
The size of the estate or trust alone, after 
a certain irreducible minimum, has been 
recognized as a very poor criterion of the 
cost of administration; analysis of the 
costs of extraordinary services should go 
a long way in indicating a better yard- 
stick. 

The line of attack on the compensation 
or fee problem may already have been 
indicated by the rapid extension of service 
charges for certain commercial banking 
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facilities. It would seem highly desirable 
to give early study and consideration to 
the possibility of formulating service 
charges for those extraordinary services 
which the corporate fiduciary in particu- 
lar is called upon to perform in some 
trusts, adding any such charges to a 
minimum basic rate which might even 
be lowered in some present schedules. 
This would assure fair treatment to 
trusts in which the demands are not com- 
plicated and place the burden where it 
belongs. Larger sized trust accounts 
would receive a proportionate induce- 
ment, and there might be an advantage, 
as against the present practice of special 
allowances, of providing a more definite 
basis for advising prospective trustors as 
to probable costs. 

Among the accounts of any sizable 
trust department will be some in which 
the trustee is required to perform duties 
of real estate management, investment 
counsel, insurance and tax analysis, even 
corporation director where business in- 
terests are involved, or a number of other 
special functions, not the least of which 
is acting as ever-ready consultant to 
beneficiaries. An illuminating conception 
of the economy of corporate fiduciary 
administration might be gained from a 
comparison of the cost of such services 
by specialists in each of the fields, and 
special trust service charges for such 
functions be added to basic trust fees 
where justified. While the modern trend 
toward specialization has permeated 
practically every business and profession, 
the requirements of trusteeship have 
steadily, and quite naturally, expressed 
themselves in a different fashion in de- 
manding a single entity qualified to do 
almost every variety of work. Fees al- 
lowed by court or statute have, rather 
inconsistently, been on the same basis 
for the individual and corporate fiduciary 
while at the same time the corporate 
fiduciary is often held to a greater degree 
of accountability. There is definitely room 
for greater economy and greater service 
in trust and estate work where it is 
handled in volume, but it is increasingly 
apparent that adjustments will have to 
be made which recognize the great tax 
inroads on the larger and more profitable 
trusts. 
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Uniform Method of Control 
Valuation 

The existence of a wide variety of 
methods in use, in valuing trust depart- 
ment assets for purposes of vault and 
audit control, is strikingly illustrated by 
the outlines of procedure followed by 
representative banks and trust compa- 
nies, presented as a symposium in this 
issue. Both examining authorities and 
trust officials are giving more and more 
thought to the development of a general 
procedure, the one primarily for the sake 
of uniformity of reports, the other from 
the standpoint also of simplicity and 
economy of handling. Agreement as to 
what data is essential and useful for 
court and governmental regulation pur- 
poses would seem prerequisite, as well 
as a clear distinction between informa- 
tion of frequently recurring value and 
that needed only for special purposes and 
at indeterminate times. 

The fact that there is still such wide 
variation in the choice of vault and audit 
control values alone indicates an op- 
portunity for comparative studies and 
discussion. No par stock offers an inter- 
esting example; this is carried variously 
at $1, $10, $50, $100, inventory or 
“average market” values. Real Estate 
may be listed at cost, inventory, assessed, 
appraised, $1 per parcel, etc. Substantial 
progress has already been made with 
respect to certain valuations such as 
bonds, life insurance policies, notes and 
mortgages and miscellaneous items of 
personalty, and there is apparently gen- 
eral agreements that little value is 
ordinarily gained and much expense in- 
volved in making annual schedules of 
market values, except where desired for 
annual or semi-annual submission to the 
investment committee. 

It should not be impossible to reconcile 
the external requirements of trust asset 
valuations, as they arise from court, tax 
authority and regulatory bodies, with an 
efficient and economical system of inter- 
nal control. To this end, open-forum dis- 
cussions will be presented in the mag- 
azine, for the interchange of experience 
with each method of accounting valua- 
tions and suggestions for development of 
greater uniformity and simplicity. 





Valuation of Trust Assets for Control Purposes 
Various Methods Employed for Vault Control and Audit Records 


Symposium on Practices of Representative 
Banks and Trust Companies 


(Editor’s Note: A survey of values used for trust assets in audit and 
vault records shows a wide variety of present methods employed by the 
larger trust departments of both national banks and trust companies. Ap- 
parently the old controversy over the use of the fictitious “par” value still 
remains to be settled, the representative reports published below showing 
as even division between this and the nominal or $1 per share value. Sub- 
stantial agreement seems to have been reached that bonds, mortgages 
and notes be carried at their face value, and in most instances miscella- 
neous assets and documents are inventoried and controlled at $1 per item. 
Real estate is, in the majority of cases, carried at $1 per parcel. Some 
systems carry both cost or inventory values and face or nominal values on 
the control cards, with several reporting trust departments using inven- 
tory or appraised values exclusively. Between the variations arising from 
the use of different values for various types of accounts, the requirements 
of certain courts, and even the consideration of the fee basis, together 
with a number of minor exceptions, it is impossible to summarize by 
major classifications. Discussion of the relative merits of each method of 
valuation for control purposes, and their effective synchronization with 
values for statistical or review purposes will be welcomed in succeeding 


issues. ) 


ALABAMA—National Bank 


It is impossible to make an invariable 
rule for setting up trust assets. We use 
two money columns on our security ledger 
cards, one column for par value of bonds 
or nominal value for stocks (we use $1.00 
per share for stocks) and one column for 
so-called book values, representing cost or 
value at time acquired. 

In the case of estates during adminis- 
tration we find it convenient to inventory 
assets at values as of date of death. This 
is, of course, the inheritance tax value as 
well as the income tax basis in case of 
sales during period of administration. 
Voluntary trusts are usually set up at 
values on date acquired by trustee, 
although this may or may not be the in- 
come tax basis. This is purely a matter of 
convenience and is used in reviewing in- 
vestments as a guide in determining the 
progress being made in management of 
the trust assets. 

While we believe it desirable to carry 
book values as indicated above, we have 
also found it necessary to keep a record 


of par values and/or number of shares 
for the purpose of audit. In escrows, 
custodian accounts, etc., where values 
mean nothing to us we use par and nomi- 
nal values only. 

Real estate is now set up at a definite 
value, the same basis being used as in 
valuation of securities. 

Miscellaneous property having no 
stated value is usually set up at $1.00 per 
item or group of items (jewelry, etc.). 

It seems to me it would be almost im- 
possible to get a clear picture of the 
present status of a given trust without a 
schedule of trust assets listed at current 
values, and such lists are made up an- 
nually or oftener for our investment com- 
mittee. 


CONNECTICUT—Trust Company 


In valuing our trust assets, in the case 
of voluntary accounts, we use the cost 
to the donor where it is possible to 
secure it. Where this is not possible, we 
use the market value on the date the 
account is opened. 
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In the case of estates, guardian and 
conservator accounts, and trusts under 
will, we use the inventory value. This 
facilitates our court accounting. 

I cannot see where there would be any 
advantage from an accounting point of 
view in making up annual schedules of 
the market values of securities. How- 
ever, this is done from time to time in 
making an investment review of the ac- 
count. 

Personally, I have always felt that we 
should adopt any major progressive 
measures as soon as we have become 
convinced of their merit, unless the ad- 
vantages to be gained would not justify 
the expense involved. 


DISTRICT OF COLUMBIA— 
National Bank 


After an investigation several years ago, 
we established and still employ the follow- 
ing plan in listing our trust assets. 

Bonds at par 

Stocks at par 

No par stocks at $50 per share 

Real estate at assessed value at the 
time it comes into our possession. 

It is deemed desirable to make up at the 
times of formal reviews, a statement of the 
market value of all assets held in an ac- 
count and to make such general reviews as 
frequently as possible. 


DISTRICT OF COLUMBIA— 
Trust Company 


Our Trust Department assets are car- 
ried on our books in the following man- 
ner, bonds at par value, stocks at par 
value, unless they have a no par value, 
in which case they are carried at an 
average market value and after this 
value has once been set up it is contin- 
ued as long as that particular security 
is held. Notes are carried at their face 
value and all real estate at its assessed 
value. We also carry wills, agreements, 
assignments, insurance policies and other 
important papers at $1.00 each. The only 
exceptions to the above are the cases 
where bonds or stocks are absolutely 
worthless and it is still necessary to 
carry them on the individual account in 
which case we carry them for a control 
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purpose at $1.00 each for the particular 
block of bonds or stocks. 

The primary reason for carrying se- 
curities at any value is for control pur- 
pose and while every system may have 
its advantages and disadvantages we will 
endeavor to point out a few of the ad- 
vantages in connection with our method. 

By carrying our securities in the man- 
ner as outlined above we have a very good 
idea as to the approximate market value 
of our assets, when you consider that 
the market value of both bonds and 
stocks are in some cases above par and 
others below par, notes at their face 
value and real estate at its assessed value 
being very close to its true value. 

As our system of the control of securi- 
ties has been in operation for a number 
of years we would hesitate before mak- 
ing any revision thereof, because it 
would destroy the value of comparison 
with prior years as to increase or de- 
crease. 

We do not see any reason or purpose 
in preparing an annual schedule of mar- 
ket value. 


ILLINOIS—National Bank 


For the purpose of control it is the 
writer’s opinion that inasmuch as the 
book values are not intended to reflect 
the true values of the assets of trust c- 
counts we should follow a system which 
is not only expedient for our own use, 
but will be readily understood by donors 
and beneficiaries of our trust accounts. 

I believe that bonds, mortgages and 
notes should be carried at their face value, 
or the unpaid balance thereof as these 
obligations are represented by a promise 
to pay a stipulated amount, and that in- 
terest rates thereon are based at a given 
rate of the face amount or the unpaid 
balance thereof. 

Stocks should be carried at $1.00 per 
share regardless of the par value of the 
stock. Dividends on stock are usually paid 
on a rate per share. Our customers and 
beneficiaries consider their assets in the 
terms of shares. The book values estab- 
lished on our records are not intended to 
reflect the actual value of the assets. If 
we carry stocks at par value, or no par 
value stocks at $1.00 per share, then when 
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a security transaction takes place it is 
necessary to either refer to the stock cer- 
tificates themselves, or to examine our 
records in order to determine the carry- 
ing value before any entries can be pre- 
pared. 

In checking market values bonds are 
listed at a price per hundred dollars of 
face value—stocks at a price per share. 

Life insurance trusts should be carried 
in a separate capacity, and the policies 
should be carried at their face value in 
order that we can expediently determine 
the volume of this business for our own 
statistical information, and because total 
face amounts are specifically requested 
from time to time, by National and State 
Bank Examiners. 

Real Estate should be fully described 
on the records and should be carried at a 
nominal value of $1.00 per parcel. Our 
auxiliary records should at all times show 
the total amount of our principal invest- 
ment in each piece of real estate. If we 
set up the real estate at the value shown 
on our Federal Estate Tax Return, or at 
cost if the real estate is acquired, these 
figures may be misleading and may be 
construed to be the actual value of the 
real estate whereas the real estate may 
be finally liquidated at a much higher or 
lower price. 

Miscellaneous assets, such as deeds to 
cemetery lots, memberships in golf clubs, 
etc., are to be carried at $1.00 per item. 

I believe that at least annual schedules 
of market values of the securities should 
be prepared in each individual trust and 
should be submitted to the Investment 
Committee with a review of each trust as 
each trust is reviewed. I see no purpose 
in valuing all of the securities in all of 
our trusts at one time. 


ILLINOIS—National Bank 

It has always been the writer’s feeling, 
and the practice which has been followed 
in the Trust Departments with which he 
has been connected, that for bookkeeping 
purposes the simplest method of carrying 
securities is the best. The following is a 
classification which, in its main purpose, 
is purely a control figure: 

Stocks 

$1.00 per share whether with or 

without par. value. 


Bonds, Mortgages, and Notes 

Par or face value. 

Miscellaneous Assets 

Par or face value. 

Real Estate 

$1.00 per lot or parcel for city prop- 

erty; 

$1.00 per acre for farm property. 

I feel that the above method of carry- 
ing securities for bookkeeping control 
purposes is the simplest, the easiest to 
remember, and the easiest way in which 
to record changes by additions, with- 
drawals, and the like. Furthermore, the 
one dollar per share method of carrying 
stocks will show at a glance the total 
number of shares involved; the par or 
face value for bonds, mortgages, and 
notes will show the aggregate amount of 
these securities; and the one dollar per 
lot will show the number of parcels of 
real estate involved. 

This is the system that I consider the 
most convenient, and which I think should 
be used for setting up a new system. Of 
course, if an old system has been set up 
under which the control is different, the 
matter of changing over would be purely 
a matter of cost involved, and records to 
be revised. However, in the long run, I 
think that even in a large institution it 
would be an advantage to change over to 
this system. 

With reference to an annual schedule 
of market values of securities, it is neces- 
sary for this to be done in Illinois be- 
cause of the personal property tax law 
which assesses taxes on the market value 
of all personal property as of April 1st 
of each year. Accordingly, it is necessary 
for us to run lists of all personal assets 
of each Trust and to value them at that 
time for this purpose. And this also can 
be used, if we desire to do so, as a means 
of comparison with previous values. How- 
ever, the change in market value of 
securities depends so much on the indi- 
vidual performance of the companies in- 
volved, and upon the general business 
conditions, that any comparison does not 
seem to me to truly reflect the growth of 
the particular Trust Department involved. 
As a measure of such growth, I believe 
that the earnings record would be a bet- 
ter indicator. 
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ILLINOIS—Trust Company 


For purposes of control, we carry all 
bonds at par, while in the case of stocks, 
we carry them at their par value, if any, 
and at $100 per share if they have no 
stated par value. We make an exception 
in the case of stocks received as deposi- 
tary, generally carrying them at $1 per 
share nominal value. 

In recording real estate we use the in- 
ventory value in Trusts under Wills, 
while in other accounts we might use the 
assessed value, an appraisal value, an es- 
timated value or a nominal value. 

Mortgages are carried at their princi- 
pal value, while other miscellaneous trust 
assets are carried at a nominal value, $1 
or $1 per piece. 

Our only record of the stock and bond 
costs is kept by our Tax Department for 
income tax purposes, and the market 
value of holdings is computed only for 
the periodical investment reviews and the 
annual valuations for the Illinois per- 
sonal property tax assessment. 

As far as the relative advantages of the 
various systems are concerned, I suppose 
I can only say that we think that the par 
value system is the only practical one, 
although I must admit I have not seen 
any other in operation. I cannot see how 
a system could be operated without par 
values at least for auditing and invest- 
ment purposes so that if inventory or 
market values were also wanted a double 
system would have to be operated. I can- 
not deny that there are many cases, es- 
pecially for investment purposes, where it 
would be especially advantageous to have 
all costs readily available, but in the gen- 
eral run of handling of the securities, par 
value seems without question the most 
practical. 

To answer two of the questions in your 
letter, I would recommend the use of par 
values in setting up a new system. On the 
question of making annual schedules of 
market values of securities, we now do 
this in connection with the investment 
analysis work. At the same time, these 
market value figures are used in comput- 
ing fees which are based on the fair or 
market value. 


MARYLAND—National Bank 


In line with the practice, which we un- 
derstand obtains with many other repre- 


sentative trust companies, we place the 


assets coming into our possession in a 
fiduciary capacity upon our books in the 
following manner, to wit: 

1. BONDS & STOCKS—At market 
value when purchased or received. 

2. REAL ESTATE FEE & LEASE- 
HOLD—Assessed value when received. 

3. MORTGAGES—Face amount when 
received. 

4. GROUND RENTS—On a 6% basis. 

5. LIFE INSURANCE POLICIES — 
Face value of policies. 

6. MISCELLANEOUS ITEMS — We 
carry at a nominal valuation of $1.00. 


MARYLAND—National Bank 


Our bank uses as its control figures: 

Par value for bonds, stocks of par 
value and mortgages, 

$10 per share for stocks of no par 
value, 

Assessed value for real estate, 

6% valuations for ground rents, 

Appraised value for chattels during 
administration; if chattels are 
held after administration then a 
nominal value of $1. 

This covers every requirement for a 
control and places all bonds and stocks 
on the same basis. 

On our ledger cards, other than the 
control value, our system calls for the 
appraised or inventory value or the cost. 

Our system further calls for periodic 
appraisements of. the individual estates 
at the time reviews are made. These ap- 
praisements show the diversification of 
the investments, classified as to— 

Governments, States, Municipals, Pub- 

lic Utilities, Industrials, Railroads, 
Foreigns, et cetera, 

Stocks, 

Real Estate, 

Cash, 
giving the control value in totals as well 
as the then present market values and 
further shows the income on all invest- 
ments. 

We feel that the valuation of each in- 
dividual estate for purpose of compari- 
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son from time to time is well worth while 
but do not see the advantage of a valua- 
tion of all the estates as an entirety 
when considering the work involved in 
making such an appraisement. 


MASSACHUSETTS—Trust Company 

I feel very strongly that assets re- 
ceived in trust, whether under agreement 
or under a will, should be given the 
appraised value as of the date of acqui- 
sition, which of course, might be date of 
death in estates. 

Real estate can generally be given an 
appraised value; however, there are times 
when the assessed valuation is acceptable. 

When assets are received for which a 
value cannot be ascertained, they are 
oftentimes inventoried as “Value Uncer- 
tain’, and appear in the account of the 
trust, and if later charged off, such 
charge-off is accounted for in the trust. 
I do not believe there would be any objec- 
tion to giving such assets a nominal 
value of $1 so as to have the control 
feature enter into the total assets of the 
Trust Department. 

Relative to annual schedules and 
market value of securities, I feel that the 
trust accounting basis on the original 
inventory is most practicable. Of course, 
all our accounts are analyzed at different 
times of the year by our Statistical De- 
partment, and in such a review the 
market value of the securities appear. 
We oftentimes furnish beneficiaries of 
our trusts with such a review which, of 
course, gives them all the data pertain- 
ing to the securities in the account. It 
seems to me that it would be quite a 
burden on the Trust Department to sub- 
mit market values on trust accounts an- 
nually, because the accounting might be 
at one time and the review of the ac- 
count by the Statistical Department at 
another time, and then there would be 
duplication of this effort. 


MICHIGAN—Trust Company 

The valuation used for set-up purposes 
varies with the type of trust. So far as 
Administrations, Executorships, and 
Trusteeships Under Will are concerned, 
our course is set by the requirements of 
the Probate Court for our county. In each 
of these cases values for record purposes 
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are set by appraisers who are appointed 
by and act under the jurisdiction of the 
Probate Court. Par is only used if it hap- 
pens to represent the true value, while 
nominal value is used to indicate that a 
given asset is worthless. Under the regu- 
lations of this Court, it has become an es- 
tablished practice that no change shall 
occur in any of the values unless items 
are sold for cash and the profit or loss to 
the estate or trust is realized. The only 
exception is in the matter of assets which 
have become and are known to be defi- 
nitely worthless. These are charged off 
the records and when the next annual 
accounting is made for the Court, the 
corpus of the estate or trust is reduced 
accordingly. 

Insofar as Agencies and Trusteeships 
Under Agreement are concerned, every 
effort is made at the inception of the trust 
to obtain the cost to the Principal or 
Donor of all of the assets appearing in 
the trust. This eliminates the necessity 
of obtaining basic values if and when 
such assets are sold when the information 
becomes important for the preparation 
of a completed income tax return. Again, 
you will notice that par or nominal values 
are not considered unless they acci- 
dentally represent the cost to the indi- 
vidual turning such assets over to the 
Trust Company. 

In connection with Guardianships, all 
items of personalty are set up at $1.00, 
while real estate is recorded at the as- 
sessed valuation. This procedure on our 
part again is due to the request rather 
than the demand of the Probate Court. 
This, of course, leaves the problem of de- 
termining loss or gain for income tax 
purposes wide open in the event some of 
the assets are disposed of, but in the 
absence of any cost record, we try to 
answer the question at the time it arises 
by assigning a logical value as of the 
date our ward obtained title. 

In connection with Escrow or Stock 
Transfer Trusts, we use the par in case 
such figure is available. If such action is 
not possible, that is, where what is held 
either consists of real estate or of some 
personal property which has no par value, 
we use the nominal value of $1.00 per 
unit instead. 
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You will note from the above that to 
quite a large extent our procedure is de- 
termined by requirements outside of our 
control, and that portion in connection 
with Trusteeships and Agencies where we 
are able to set our own procedure, we 
have adopted a means which would entail 


a lesser amount of work on our part as° 


and when the assets themselves were sold 
or a taxable exchange of such assets 
occurred. We have thus far found that 
our records have been satisfactory from 
the standpoint both of annual reports and 
accounts as well as that of the internal 
audit requirements within our own office. 
We do not know whether the procedure we 
follow would be satisfactory in all in- 
stances or under all conditions, but for 
our own use we, of course, consider it the 
best. 

Thus far we have never made a prac- 
tice of preparing annual schedules show- 
ing the market value of securities. At 
times, if a client requests such a schedule, 
we prepare same as a matter of course, 
but from the angle of the Trust Company, 
we are not particularly interested in ob- 
taining market values on all assets held 
in the Trust Department as, in our esti- 
mation, a total of such schedules would 
have only a slight advertising value which 
would not be in any way commensurate 
with the amount of work required to pro- 
duce them. In connection with all Court 
accounts in our county, there is a definite 
requirement of annual accounting, the 
form of which has been quite definitely 
determined upon and has been approved 
by this Court, as stated above, the values 
used in this accounting are practically 
invariably the same values which were 
placed upon such assets by the appraisers 
who were appointed by the Court. 


MINNESOTA—National Bank 

Securities on our trust ledgers are 
controlled as follows, to wit: 

Bonds—par value. 

Stocks having par value—par value. 

Stocks having no par value—$1.00 per 
share. 

Mortgages—face value. 

Contracts—face value. 

Promissory Notes—face value. 

Real estate—$1.00 per tract. 

Corporate depositaries—$10 per $100. 
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We discontinued the control of securi- 
ties at inventory values several years 
ago, at which time all trust assets were 
placed on Addressograph plates, and we 
have found the new basis of control more 
economical and advantageous. In the 
matter of examinations alone it has re- 
duced the time of the bank examiners at 
least three to four days. When they 
arrive at our institution a cut-off is de- 
termined and an asset list run from the 
Addressograph plates. The values shown 
on the plates are quickly added and re- 
conciled against general control, thus 
eliminating the necessity of inserting the 
inventory value of each item on the list 
from the asset card. We do not lose sight 
of inventory values or costs, however, 
because we have a separate column for 
these values on our asset cards, which 
are necessary for income tax purposes 
and court accounts. 

We believe that our basis of control 
reflects a more accurate picture of the 
securities in the trust vault. We also be- 
lieve that it is never too late to revise 
an old control system. 

We do not see any particular value in 
making up annual schedules of market 
values of securities. The courts in Min- 
nesota require a reconcilement based on 
inventory values, and are not interested 
in fluctuating markets. In particular in- 
stances, depending upon the nature of the 
account, we are sometimes required to 
furnish market values, and have found 
that the work takes considerable time 
and we cannot make an extra charge. 
Our Trust Committee, when reviewing 
the accounts, of course has before it the 
current. market values, obtained by the 
Research and Statistical Division, to 
facilitate the exercise of judgment in 
passing on suggested sales. 


NEW JERSEY—Trust Company 

The practice we have followed meets 
our needs quite well and we cannot at 
this time foresee any advantage in 
changing our procedure. 

In decedent’s estates, personal assets 
are carried at the inventory value, which 
is the value as of the date of the de- 
cedent’s death and real property is car- 
ried at the value at which it was appraised 
for inheritance tax purposes. Any in- 
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crease in holdings of personal assets are 
carried at the cost and any increase in 
the real estate investments is carried at 
cost. In the case of bond purchases at a 
premium or discount, the premium or dis- 
count, of course, is amortized. 

In voluntary trust accounts, which in- 
clude agency, safekeeping, etc., the assets 
originally delivered for management un- 
der the terms of the agreement are set 
up on our books at par or face value and 
those securities which have no par value 
are included at the sum of $100 per share. 
Any additions thereto by the trustor are 
added to the account on the same basis. 
Any purchases made by or for the trustor 
are added to the account at cost. 

We feel that revision of an old control 
system would be justified when it does 
not answer one’s needs. However, when 
one method is used exclusively and is 
satisfactory to the institution using it, 
we do not think it advisable to change. 

We do not believe in making up annual 
schedules of market values of the securi- 
ties and changing the book values there- 
of, because in large Trust Departments 
this would entail considerable work not 
only on the part of the Securities Divi- 
sion but also on the part of the Account- 
ing Division and would, in our minds, 
serve no useful purpose. 


NEW JERSEY—Trust Company 


For our vault control, we carry bonds 
at par value and stocks at the unit value, 
that is, one per share with a separate 
vault card which has nothing to do with 
the Trust Department records except for 
its particular vault purposes. 

On our security ledgers we have two 
divisions, one for custodian accounts and 
the other for estates and personal trusts. 
In the custodian ledger, assets are car- 
ried at par values because there is no 
question of dollar responsibility and fur- 
ther the totals of par which are easily 
gathered, enable us readily to compute 
custodian fees which are based on par 
values. 

In our estates and personal trusts, we 
have always carried securities at their 
inventory—cost prices. It is my thought 
that the books should reflect the respon- 
sibility of the fiduciary and while the in- 
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ventory cost figures do not conclusively set 
forth the amount of responsibility they 
are, I believe, the most plausible figures 
obtainable for the purpose. So far as de- 
cedents’ estates are concerned, those fig- 
ures are also proper basis of cost for de- 
termining profits or losses for income tax 
reports. 

Real estate owned by estates and per- 
sonal trusts, I think, should also be car- 
ried at the appraised value as of date of 
death. Where merely as agent, we handle 
real estate for clients, the carrying price 
is unimportant and it seems immaterial 
what method is used. 

I think the value to be gained by mak- 
ing annual schedules of securities show- 
ing market values would not be suffi- 
ciently valuable to pay for the labors 
involved in so doing. A competent Secur- 
ity Analysis or Investment Department 
will be valuing trust assets all the time 
during the year for its purposes. 

You will see by the above that no one 
method is strictly adhered to in carrying 
security valuations. The combination of 
methods, however, has worked out very 
well. 


NEW YORK CITY—National Bank 


It is our present practice to control 
bonds and stocks at their par value. The 
mortgages are controlled by the amount 
presently due, and deeds and other mis- 
cellaneous properties are controlled at a 
stated nominal value of $1 per item. 

We are considering, at this time, how- 
ever, changing our methods of control on 
estate assets from a par or nominal value 
control, to a control by inventory values. 
This change is contemplated because of 
an increased volume of trust business, 
and to put us in a position to more readily 
determine the actual value of the estate 
assets under our control; to facilitate 
reports of statements of condition of the 
Trust Department and other similar re- 
ports, as well as to facilitate and more 
efficiently control the preparation of 
transfer tax schedules and final account- 
ings. 

Under a system of a par value control 
where there is a volume of business, there 
is a duplication of work and a less 

(Continued on page 395.) 
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It’s Our Job to Manage 
Estates and Trusts 


CITY BANK FARMERS TRUST 
COMPANY, America’s oldest trust 
company, whose charter marked 
the inception of corporate trustee- 
ship in this country, is today a 
trust company exclusively. It does 
no commercial banking business 

.. sells no securities. Its entire 
personnel is dedicated to a single 
purpose—the care and manage- 


ment of the property of its clients. 


CitTy BANK FARMERS TRUST COMPANY 


Chartered 1822 


22 William Street—New York 


Member of the Federal Deposit Insurance Corporation 
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Should Trustees Buy Equities? 


Effect of Present Conditions on Principal Values of Trust Investments 


ROGER W. BABSON 
Babson Institute, Babson Park, Mass. 


(Editor’s Note: To the controversy between preservation of traditional 
standards of trustee investment or modification on the basis of greater 
diversity and “hedging” by inclusion of common stocks, where the trustee 
has discretionary powers, Mr. Babson makes a most timely contribution, 
based on extensive research. The present consideration of the problem is 
not based on forecasts of inevitable and extreme forms of “inflation,” but 
rather on the evidences of tendencies toward some degree of currency 


or credit inflation.) 


F it had not been for the depression and 

the new conditions which world af- 
fairs created, the traditional stern and un- 
bending attitude toward common stocks 
would doubtless still be with us today. New 
times, however, beget new measures. 
While our courts technically may not be 
said to be influenced by economic condi- 
tions, actually we know they inevitably 
are. It was undoubtedly a recognition of 
present-day conditions that played a part 
in the recent decision of the San Jose court 
which extended authority to the trustees of 
Stanford University, permitting them to 
invest. a portion of the funds in their pos- 
session in equities. 


Import of the Leland Stanford Case 


Safety of principal has long been the 
primary objective of fiduciaries charged 
with the investment of trust funds. There 
has been an inclination by conservative 
trustees until recently to look upon the 
investment in common stocks with dis- 
favor. Those institutions with impressive 
portfolios of government and municipal 
bonds, together with a diversified list of 
the highest grade corporation liens, have 
always been considered outstanding exam- 
ples of conservative financial manage- 
ment. And under so-called “‘normal con- 
ditions” nothing but admiration and 
praise could be extended to those trustees 
responsible for such policies. The following 
discussion, of course, applies to those 
fiduciaries who by law or by specific restric- 


tions in connection with certain trusts are 
not prevented from investing in common 
stocks. 

Up until recently the status of common 
stocks was such that even where the law 
did not forbid investment in such securities 
by fiduciaries, there was a fairly universal 
tradition against it. This did not mean that 
equities were under any cloud of suspicion. 
Specific common stocks could be named 
which would be classed as good invest- 
ments. It is probably true that many 
fiduciaries have chafed at the rigid restric- 
tions placed upon them by state laws as 
well as by unwritten ethics. 

Because the Stanford decision is of vital 
importance to fiduciaries in every one of . 
the forty-eight states, I earnestly urge its 
careful perusal. Furthermore, it invites 
the suggestion that fiduciaries in states 
other than California might well examine 
their local situation with a view toward 
collective action along similar lines. This 
may require legislation, but if the principle 
is sound for the trustees of one university, 
it is surely equally desirable elsewhere. 

Today in the United States and in many 
foreign countries economic and fiscal con- 
ditions exist which were not believed pos- 
sible ten or twenty years ago. We are con- 
fronted with the specter of inflation. And 
judging from the experience of France, 
Germany, Italy and other foreign coun- 
tries we never can be absolutely sure as to 
just when inflation overtakes us, or in 
what form it exists or will exist, or how far 
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it will go eventually. Moreover, the tragic 
part of inflation is that altogether too many 
trustees and investors become alive to the 
situation after it is too late! 

The distinct possibility of some form of 
inflation, whether it be currency inflation 
or credit inflation, presents a problem to 
all fiduciaries which cannot be lightly con- 
sidered and then dismissed without any 
action taken. 


How Inflation Raises Prices 


Investors should first understand how 
inflation is expected to increase business 
activity. This may be done by increasing 
the volume of money and the velocity of 
its circulation. Bank credit is money just 
as much as the bills which we have in our 
pockets. Today there are around $38,000,- 
000,000 in bank deposits and about 


$5,682,000,000 in currency. The issue of 
$3,000,000,000 in greenbacks would be 
considered inflation, yet it would be only a 
trifle in relation to our total money. 
Therefore, to increase business activity 
and raise prices, the President must not 
only increase the volume of currency but 


the speed of its circulation. 

The only way this can be accomplished 
is by making people spend. One quick way 
to make people spend is to make them 
think that the money in their pockets will 
always be worth less tomorrow than it is 
today. Under outright currency inflation, 
the people’s faith in government credit 
begins to crumble. We Americans particu- 
larly have a mob psychology. For illustra- 
tion, look at the bank panic of March, 
1933. Should our own faith in the dollar 
weaken, there would be a pell-mell rush to 
get rid of currency and to buy land, com- 
modities and stocks. Prices of real estate, 
goods, and equities could then shoot sky- 
high. Those with fixed salaries or those who 
depend on bonds, mortgages, and other 
fixed-income securities would suffer most. 
The cost of living would soar, hurting 
wage earners and white-collar men alike. 
Moreover, the hangover from this in- 
flationary spree would last for years. 


What Happened in France 


In January, 1919, the French frane was 
quoted around 18 cents. In 1927, when it 
was finally stabilized at 3.9 cents, the 
decline equalled about 80 per cent. During 
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the same period, the cost of living, as rep- 
resented by a retail price index, more than 
doubled. In contrast, prices in the United 
States declined about 30 per cent from 
1919 to 1927. Since 1927, retail prices in 
France have never declined to even the 
levels existing around 1919. Contrast this 
with many American commodity prices 
which in 1932 were as low as in 1911. 
French prices on a gold basis also went 
very low. 

Common stock quotations on the Paris 
Bourse from January, 1919, to January, 
1927, increased in almost exactly the same 
ratio as the cost of living. That is, common 
stocks showed about a 120 per cent in- 
crease. But out of fourteen groups of stocks 
studied, only four showed a greater per- 
centage price increase than retail prices. 
These four groups were textiles, gas, min- 
ing, and coal. Chemicals, metal works, 
banks, and electricity all showed a smaller 
percentage increase. Railways, smelting, 
and certain others actually showed a de- 
cline. This clearly shows the care with 
which stocks must be selected today in 
hedging against inflation. 


How Inflation Affects Banks and Insurance 


The course of bond prices during 
France’s entire inflationary period was ir- 
regularly downward. Just prior to stabiliza- 
tion of the franc, high-grade French bonds 
were on a 6 per cent yield basis, due to the 
decline in purchasing power of bond cou- 
pons. When compared with retail prices, a 
purchasing power index of bonds from 1919 
to 1927 showed a 74 per cent decline. Not 
until stabilization in 1927 did bond prices 
show any signs of strengthening. The up- 
ward tendency in bond prices since then 
has not yet restored the purchasing power 
of the bondholder in France. This has also 
been true in Austria, Poland, Germany, 
and other countries which adopted uncon- 
trolled inflation. 

A study of what happened in these 
countries as to mortgages and similar in- 
vestments is likewise disheartening. As 
recently in the case with our own national 
government, no attention was paid to 
gold clauses and mortgages were paid off in 
money of little or no value. This, of course, 
was very serious for life insurance com- 
panies and they paid off their policies in 
this same depreciated currency. Likewise, 
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banks paid their depositors in depreciated 
money. Those banks which had a large 
percentage of their funds in high-grade 
corporation bonds and mortgages suffered 
tremendous losses in purchasing power. 


Extreme Effects in Germany 


Germany’s inflation went to the bitter 
end. The German mark, starting at 23.82 
cents, actually disappeared forever as a 
medium of exchange. At the end of Ger- 
many’s inflationary period it took a 
trillion marks to get 24 cents in gold. 
Bondholders were paid off in this worth- 
less currency and thus wiped out of the 
picture; even where adjustments were 
made, these could not compensate for the 
loss in purchasing power. Stock prices 
zoomed upward, but were unable to keep 
pace with the advance in retail prices. The 
latter were pushed up a million marks at a 
time. 

Two groups benefited from inflation in 
Germany—stockholders who owned manu- 
facturing plants and shrewd speculators 
who purchased real estate equities. As in 
every case, the thrifty man was punished 
and the speculator was rewarded. Great 
blocks of real estate all over Germany 
were bought for a song by speculators. 


What Inflation Really Means 


Inflation has been tried in many other 
countries. France experienced two former 
periods of inflation—in 1790 and also 
earlier in 1720 (John Law and his Missis- 
sippi Bubble). During our own American 
Revolution, we had currency inflation and 
even conservative Massachusetts in her 
Colonial days issued paper money. Some 
South American countries tried it, but on a 
more modified scale. The results in every 
case were the same. Real estate, commodi- 
ties, and common stocks appreciated in 
price and maintained a fair purchasing 
power. 

In the last analysis, inflation is simply a 
temporary method of helping the debtor 
at the expense of the creditor. Furthermore 
every period of inflation in history has been 
followed by long and disastrous years of 
turmoil and instability. Yet I doubt if a 
single one of these countries intended, in 
the beginning, to go further than we 
intend to go today. 


Capable, consci- 
entious service 
on trust matters 
involving Okla- 
homa estates. 
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and TRUST COMPANY 
of TULSA 
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Hedging As One Answer 


It should be observed that studies of in- 
flation in foreign countries indicate that 
investors are not assured of protection 
merely by buying stocks indiscriminately. 
It is necessary to be very discerning in 
choosing the most favorable groups. When 
planning hedges against inflation I believe 
60% of the invested funds should be 
reserved for so-called commodity stocks, 
such as oils, metals and chemicals. The 
remaining 40% should be set aside for in- 
vestment in high grade first mortgage 
bonds, even though the yield may be some- 
what less than ideal conditions would dic- 
tate. Remember, that to plunge one’s 
entire capital into stocks would not be 
“hedging” but rather gambling. 

Trustees concerned with educational in- 
stitution endowment funds may be inter- 
ested in the investment policy of Babson 
Institute, a school for training men to 
become business executives, founded by 
Mrs. Babson and me in 1919. Its endow- 
ment funds are now invested one-third in 
common stocks, one-third in high-grade 
bonds, and one-third in real estate. 

To present a formula today to solve the 
investment problems confronting fiducia- 
ries which will suit every individual case is, 
of course, impossible. However, there are 
certain fundamentals that I believe should 
be observed. With safety of principal the 
most important consideration facing us all 
today, I believe that at least 60% of your 
funds should be reserved for investment in 
common stocks or real estate and not more 
than 40% reserved for bonds, mortgages, 
and callable preferred stocks. 
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Sometimes the facilities 
of an out-of-town trust 
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Free Services In Trust Institutions | 


Majority of Free Services Have Outlived Their Usefulness and Should Be 
Abolished, Or Performed As New Professional Services 


FRANCIS X. MANNIX 
Member of the New York Bar 


(Editor’s Note: This subject has become one of such widespread current 
discussion, that we requested Mr. Mannix, well-known to readers of 
Trust Companies for his writings, and considered an authority on trust 
taxation and accountancy, to analyze the situation as a basis for sub- 
sequent practical study. Particular attention is given to income tax 
preparation, investment consultation and other special services.) 


‘“™MTOTHING for something, but never 
something for nothing,” is another 
expression which has enjoyed more than 
poetical recognition,—except in banks, 
particularly in trust companies, where 
rendering free services, with or without 
the proverbial smile, has been a custom 
for many years. This custom has existed 
so long that one of the really important 
problems faced by trust institutions to- 
day is the matter of those same free serv- 
ices. It is a problem which has been the 
subject of frequent discussion at con- 
ventions and informal trust conferences 
in more recent years, but of which no 
definite solution as yet has been framed. 
Rendering free services, a practice 
which originated with efforts to ease and 
dissuade prejudices against trust com- 
panies, has served a very useful and 
productive purpose in the past. It encour- 
aged people to consult trust company of- 
ficials, and then to discover, happily, that 
they really are not people with horns 
. . . to be avoided and distrusted. Cir- 
cumstances, originally requiring these 
services, have so changed, however, that 
the free services have long outlived their 
particular usefulness. They are, to be 
sure, accomplishing some things, but for 
others, and not their objective. Conse- 
quently, they are today total losses. 
Trust companies are no longer con- 
sidered as institutions harmful per se. 
They no longer are obliged to offer “lost 
leaders” in order to induce “free” use of 
their other services. The financial and 
social positions of many people entrust- 


ing their-estates to the care of trust 
companies, with or without co-fiduciaries, 
in itself, bears silent testimony of how 
far those institutions have advanced in 

prestige and public confidence. " 


Needless Courtesy Accommodations 


Continuing the practice of rendering 
about a dozen free services, such as, sup- 
plying free investment advice, preparing 
income tax returns, providing free real 
estate, insurance and mortgage-servicing 
benefits, and so forth, all as courtesy ac- 
commodations, therefore, is a needless 
and expensive burden upon trust institu- 
tions. These services are sought today in 
most cases as are medical-clinic treat- 
ments, rather than as the respected and 
appreciated services of professional 
specialists. 

The fact of the matter is, as observa- 
tion will disclose, the persons whose good 
will and favor the banks seek most to 
obtain are not, excluding the inevitable 
exception to every general rule, the per- 
sons who avail themselves of the numer- 
ous free services. Those people usually 
have their own legal, tax and investment 
counsel whom they consult to meet their 
particular needs. Consequently, they do 
not go “shopping” for free services. It 
has been observed that not even a spirit 
of loyal reciprocation has influenced the 
users of those free services in the more 
recent years. 

It can easily be seen, then, that main- 
taining special staffs to render these 
services is comparable to sowing seed on 
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GENERAL MOTORS ACCEPTANCE CORPORATION 


is engaged primarily in facilitating 
wholesale distribution and retail sales 
of the following products of General 
Motors Corporation and its world- 
wide affiliates: CADILLAC, LA SALLE, 
BUICK, OLDSMOBILE, PONTIAC, 
CHEVROLET automobiles; FRIGIDAIRE 
appliances for refrigeration and air 
conditioning; DELCO lighting, power 
and heating equipment; Gmc trucks; 
BEDFORD; VAUXHALL, OPEL, BLITZ 
—foreign made automotive vehicles. 


The business consists of investments 
in self-liquidating credits, widely 
diversified as to region and enterprise. 
Capital employed is in excess of 
$80,000,000, supplemented princi- 
pally by short term borrowings. 


In obtaining such short term accom- 
modation, GMAC issues one standard 
form of note This obligation 
it offers to banks and institutions, 
in convenient maturities and denomi- 
nations at current discount rates. 


SWANS 


GENERAL MOTORS 
TIME PAYMENT 


PLAN 


These NOTES are available, in limited amounts, upon request. 
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rock. This is particularly true in view of 
the fact that gratuities often are given 
to those performing the free services, a 
practice which should not necessarily 
prove embarrassing to the recipients, for 
it is understood that sufficient benefits 
have been conferred to warrant making 
some payment therefor. It is without ad- 
vantage to the banks maintaining those 
services, however, because the original 
objective of creating good will by free 
services is not accomplished. 


Expensive Activities Not Essential to 
Good-Will 


Strange as it may seem to some, this 
good will and confidence can be won with- 
out the need of engaging in expensive 
activities. Taking a part in local activi- 
ties, and writing of interesting experi- 
ences for newspaper publication as 
human-interest stories, should prove to 
be a most useful aid in increasing friend- 
ship and prestige for the trust institu- 
tions. That this is being more generally 
understood, was shown by the recent ad- 
dress of Mr. John J. McCann, Jr., ad- 
vertising director of the National Sav- 


ings Bank, Albany, New York, reported 
in part in the March issue of Trust Com- 
panies. 

To emphasize the matters of particu- 
lar interest here, part of Mr. McCann’s 
address will bear repetition. Referring 
to such groups as Chambers of Com- 
merce, civic, retail merchants, profes- 
sional and service associations, the 
speaker stated: 

“Collectively, these groups exercise an 
influence in one way or another over the 
greatest percentage of our population. 
They are a potent force of public thought 
and action. And because of their in- 
fluence, ‘because of their position in the 
community, and more particularly be- 
cause of their very nature—organized 
with mutual interests—we have sought 
to cultivate them. Jt is another way for 
us to cover a large field with the mini- 
mum of effort. (Italics ours.) 

“In our department we hit upon the 
one particular quality of all organiza- 
tions, and that is the news value of their 
activities. We have tried to ally ourselves 
with them whenever timely or desirable 
in order to share the popular interest of 
group activities. In doing this we have 
found that our institution can be as valu- 
able and as useful to them as they are to 


” 


us. 

Savings banks long have realized the 
effective utility of such activities. Some 
trust companies, but usually to a lesser 
degree, have also appreciated their de- 
sirability. As a general practice, then, 
trust institutions could well benefit by 
past experiences of savings banks in 
this connection, and abandon the ex- 
pensive free-service activities. 


Danger of Investment Advice 


Moreover, the non-productive nature 
of the free-service burdens on trust com- 
panies, while commending itself strongly 
to inquiry by trust officials, is by no 
means the sole or principal consideration 
with regard to the gratis activities. The 
practice has other consequences, some of 
which are vastly greater. General invest- 
ment counsel to the public, for instance, 
is extremely dangerous, unless the banks 
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wish to establish a new service—pro- 
fessional in nature and entirely divorced 
from the trust department. 

Now, in recent years staggering and 
amazing verdicts have been rendered 
against trust companies, ostensibly for 
“neglect” and other reasons. Whether 
these verdicts are justified or not, while 
of primary importance for other pur- 
poses, is not of significance or propriety 
in a discussion of this nature. Suffice it 
to say that the judgments have been 
rendered supposedly to compensate per- 
sons for losses on estate assets, resulting 
from the asserted “failure” of the trust 
companies to take whatever action as 
would be necessary to avoid the losses 
in question. 

Many reasons have been advanced in 
support of the claims that particular 
action, or its absence, was the proximate 
cause of the particular loss in each indi- 
vidual case; yet, none of these reasons 
so far advanced has included the real 
reason behind all of the others: Trust 
companies are being charged with 
greater responsibility, than that meas- 
ured by the “care of an ordinary pru- 
dent man for his own property.” This 
theory has had its inception in the ad- 
vertising campaigns of trust companies, 
referring to specialized knowledge, sta- 
tistical research, careful analysis and 
greater facilities, all to promote more 
scientific handling of investments. 

This is always a factor in the final 
determination of actions to surcharge 
corporate fiduciaries, whether it is made 
public or not. It is a factor to be evalu- 
ated by trust officials. Probate courts 
usually consider the possibility of testa- 
tors’ and grantors’ having been in- 
fluenced to appoint corporate fiduciaries 
in reliance upon the representations 
carried in the advertising slogans. The 
consequence is that these courts usually 
feel disposed to hold trust institutions to 
a greater responsibility than that of in- 
dividual fiduciaries. When trust com- 
panies deny any claim of infallible 
superiority, or, at least, any representa- 
tions of it, it is then considered by the 
courts that the trust companies have 
been guilty of fraud and, therefore, are 
not entitled to relief from the demands 
that a surcharge be imposed. 
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Now, this seems rather arbitrary, 
but it is, nevertheless, a matter of human 
and judicial behavior. Its importance 
and possibilities of grave danger cannot 
be over emphasized. Again, it has a prac- 
tical as well as psychological place in a 
discussion of free services. The existence 
of such a place lies in the fact that, 
while trust companies do have excellent 
knowledge, facilities, sources of statis- 
tical data and so forth, their officers and 
financial advisers are unable to give their 
exclusive attention to the trusts and 
estates under their care and manage- 
ment, and the reason for this condition 
is that too often are they requested to 
supply free investment counsel regard- 
ing properties not connected with the 
banks’ trusts and estates. 

The application of the old adage, 
“Every man a specialist in his own field,” | 
never was more vital than it is today 
in regard to trust officials engaging in 
such other activities as giving invest- 
ment judgment to everyone requesting 
it. It should be an organized policy of 
trust institutions to discourage—in fact, 
discontinue—imposing upon the time of 
trust officers and investment advisers 
for “outsiders.” If the banks must con- 
tinue to engage in investment counsel 
activities, they should do so profession- 
ally in special departments organized for 
that purpose. 

Numerous other services already pro- 
duce entirely satisfactory financial re- 
turns, although there is every reason 
why they should be performed without 
charge therefor, just as much as are 
many of the free services. No trust com- 
pany official today, however, would seri- 
ously entertain the belief that stocks 
should be transferred as accommodations 
to corporate depositors. And why not, if 
other services are free? The answer lies 
in the fact that the existence of the free 
services is not a proper criterion to 
gauge proper courses of future action 
with regard to other services of trust 
companies. 


Preparation of Income Tax Returns 
Among the other services is the prepa- 
ration of the income tax returns for any 
and all persons having any business con- 
nections with the banks. Frequently, 





TRUST COMPANIES 


A BROAD RANGE OF 
FIDUCIARY EXPERIENCE 


Through 46 years The Northern Trust Com- 
_ has been steadily increasing its vast 
und of practical knowledge in all types of 
fiduciary matters. Those interested in man- 


agement for estates . . 


. probating of wills 


. the services of a registrar and transfer 
agent—find this experience of considerable 


value. 


THE NORTHERN TRUST COMPANY 


NORTHWEST CORNER LASALLE AND MONROE STREETS, CHICAGO 
Member of Federal Deposit Insurance Corporation 


with a few jesting statements, followed 
by whispers that the taxpayers are cus- 
tomers of the banking or other depart- 
ments, the tax departments are in- 
structed to prepare the income tax re- 
turns. It is true, of course, that not 
every trust company prepares individual 
returns free any longer. Many of them 
prepare only fiduciary returns, without 
any charge therefor. Others will supply 
free advice upon the preparation of in- 
dividual] returns, also, but will not pre- 
pare them. Still others do prepare in- 
dividual returns, at the same time charg- 
ing a flat fee, usually ten dollars. 

As a practical proposition, however, 
the procedure in all of these institutions 
could be improved upon without harm to 
their welfare. Primarily, corporate fidu- 
ciaries should not prepare any tax re- 
turns, other than fiduciary returns, and 
for doing so in these cases, a charge 
should be made, commensurate with the 
detail and services performed. If banks 
must engage in the practice of prepar- 
ing tax returns, which is, beyond ques- 
‘tion, an activity more for the prac- 
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titioner of law or public accountancy, 
they should first formulate a uniform 
bank policy of charging a fee. On the 
other hand, banks not preparing tax re- 
turns should maintain a strict silence on 
tax advice, in view of the fact that great 
embarrassment may result from a failure 
to observe, or a misunderstanding of, 
the tax advice, said to have been supplied 
by bank officials, but over which they 
had no control or supervision upon the 
preparation of the return. 

Excluding those cases and considering 
the instances where fees are charged, 
even, vicious results frequently obtain. 
As the income tax work is quite com- 
monly the activity of officers, and not 
too infrequently of vice-presidents in 
charge of trust departments, for about 
three months a year the preparation of 
tax returns consumes the time of those 
officers, at the expense of contingent 
liability to the banks through inability 
of those executives to devote their full 
time to trust department activities. 
Briefly, no officer should be burdened 
with tax work of any nature, unless he 
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is supervisor of a department created 
specially for that purpose. 

In regard to the flat fee of ten dol- 
lars, no criticism would adequately 
designate the harm. Imposing a fee justi- 
fies everyone in seeking the service. It 
can easily be seen, then, that the un- 
equal detail and work required would 
soon promote discontent and result in 
loss of good will. Similarly, the research 
required upon the large volume of work 
in a special tax department organized 
for general public usage would require 
such large staffs that such a department 
would invariably be operated at a deficit. 
For reasons of policy, wisdom and ex- 
pediency, then, trust companies should 
not, either directly or indirectly engage 
in the practice of preparing income tax 
returns; or, if this is to be done as a 
matter of policy, fees should be charged 
upon a reasonable basis for services 
rendered. 

Professional Services 


Likewise, trust companies would do 
well to adopt policies regarding insur- 
ance, real estate and mortgage servicing. 
Some trust companies, it is true, do 
have their departments so organized as 
to be in a very good position to engage 
in these activities in a _ professional 
capacity. So many others do not, how- 
ever, that they ought to refrain from 
assuming the concomitant responsibility 
attendant upon performing those serv- 
ices, without any reserve or “premium 
fund” to meet “liquidated” obligations 
arising out of this activity. 

To each of these activities should be 
applied the old theory used in the ana- 
logous situation of excise taxation: He 
who creates the demand for the service, 
and who benefits from its maintenance, 
should defray at least its operating cost. 
It is axiomatic that since the free serv- 
ice departments incur large expenses in 
salaries, equipment and so forth, some- 
one must pay for them: The customer; 
the clerk engaged in those activities who, 
producing no direct income for the bank, 
may not be adequately compensated for 
his knowledge, training or competency; 
or possibly the stockholder. 

Probably the greatest obstacle to the 
proper execution of a plan of service 


SOUTHERN CALIFORNIANS 
prefer 
SECURITY-FIRST NATIONAL 
TRUST SERVICE 


FRECENTLY published figures show that 
28.77% of all the court trusts admin- 
istered by all corporate fiduciaries in 
California are entrusted with this Bank. 


In Southern California, which is the 
territory served by this Bank, it is esti- 
mated that 45.13 % of all the court trusts 
handled in this area by corporate fiduci- 
aries are in Security-First National Bank. 


Eastern trust companies needing co- 
operation in ancillary proceedings may 
get for their customers the same quality 
and completeness of service which makes 
this the trust service so strongly favored 
locally. 


SECURITY-FirST NATIONAL BANK 
aaa OF LOS ANGELES 


Resources Over $500,000,000 


fees for the existing free services, lies 
in the fact that, in the hope of withdraw- 
ing business from other trust institu- 
tions, some may refuse to join in such a 
plan. To that, there is no answer except 
to say it is respectfully submitted that 
until a high sense of ethics is adopted 
by the banking world as a matter of 
course, banking will remain a business, 
and cannot hope to attain the status of a 
profession, on a par with medicine, law 
and certified public accountancy. 

It is not contemplated here that price- 
fixing be agreed upon, although there is 
little doubt as to whether that would not 
be legitimate, the Clayton and Sherman 
anti-trust laws to the contrary notwith- 
standing, in view of the fact that these 
services are not by any means even re- 
motely monopolized by trust companies, 
and also because these services do not 
affect the free flow of commerce. In any 
event, it would be sufficient to pass 
resolutions inaugurating a plan of mak- 
ing many of the existing free services 
self-supporting, with fees suggested for 
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the guidance of individual trust com- 
panies in the operation of their own de- 
partments. It would be expected, how- 
ever, that, while the fees to be charged 
for these services could be left to the 
discretion of the trust officials in the 
individual trust companies, no institu- 
tions would deliberately use this discre- 
tion to evade the moral responsibility 
involved in observing the resolutions 
in spirit. 

Now, it cannot be too strongly urged 
that there is a justification for the con- 
viction that this practice would not 
alienate the friendship won for trust in- 
stitutions in recent years. In support of 
this we need only to consider the other 
evolutionary changes in the field of trust 
and estate administration. Trust com- 
panies which engage in the very limited 
activities of personal fiduciary action 
and maintenance of million dollar indi- 
vidual checking accounts, have been with 
us for several years. Not even corpora- 
tions can avail themselves of the services 
of those rather exclusive institutions. 
They have not found it necessary to in- 
augurate numerous free services; yet, 
they are successful! 

The success of many other compara- 
tively small trust companies with not as 
elaborate services as many of the less 
successful larger trust companies, im- 
presses upon us the need for a new 
appraisal of trust services, from the 
standpoint of both desirability and effec- 
tiveness. Moreover, the comparatively 
recent tendency for trust companies to 
pause to consider the field in which they 
intend to concentrate, namely,—invest- 
ment banking, commercial or trust and 
estate administration—again emphasizes 
this matter of further appraisal of trust 
services. 


Precautions in Raising Rates 


Now, the financial burdens upon cor- 
porate fiduciaries, resulting from the 
maintenance of numerous free services, 
has so diminished net incomes of trust 
departments that references to low 
fiduciaries’ commissions are heard there. 
Quite frequently, in support of an 
opinion favoring an increase in the basic 


TRUST COMPANIES 


rates of the statutory commissions of 
executors and trustees, it is asserted 
that the original rates were not devised 
in anticipation of new services. When 
the legislature specified the rates of 
commission, it intended those rates to 
apply to certain services, and no more. 
It still does. Reasonable administrative 
expenses, of which fees for other services 
are a part, have been allowable claims 
against estates and trusts for years. 
Consequently, there is no indication that 
the usual rules penalizing a fiduciary for 
dealing with estate or trust property, 
would so affect reasonable charges for 
special services as to make them unallow- 
able. The legislature has set a fee limit 
for acting as executor and trustee, and 
that is all. It has not said that other 
necessary services must be performed 
for the limited fees. Allowances for at- 
torneys’ fees are illustrations of addi- 
tional compensation for services per- 
formed. 

The point most vital to trust com- 
panies, though, is that _ individual 
fiduciaries do not have the same high 
overhead as corporate fiduciaries, who 
are burdened down with too many free 
services. The consequence of this, then, 
is that sympathy from individuals, in 
attempts to increase rates, would not be 
forthcoming. It is rather obvious also 
that any move to advance the rates of 
commissions for fiduciaries would be 
made by the corporate fiduciaries alone 
—a move which would bring the charge 
of an organized “grab,” and which would 
do more to alienate friends than the 
abolition of free services. As removing 
numerous activities from the free service 
list would add new revenues or reduce 
operating costs, the good and welfare of 
trust companies would seem to point to 
their refraining from seeking an in- 
crease in rates as the most advantageous 
position. 

Now, as the matter of the reasonable- 
ness of charges for services is always of 
primary importance in connection with 
fiduciary capacities, it would require 
further study, before definite fees would 
be recommended for future guidance 
of trust officials, and to this end, such a 
survey is contemplated. 
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New York Irust 
Company 


Member of the Federal Reserve System, of the New York Clearing House Association and of the Federal Deposit Insurance Corporation 


I0O BROADWAY 
40th St. & Madison Ave. Fifth Ave. & 57th St. 


CONDENSED STATEMENT OF CONDITION 
At the close of business, March 31, 1936 
LIABILITIES 


Deposits . $323,330,220.22 


Outstanding 
and Cer- 
tified 
Checks . 37,847,872.77 $361,178,092.99 

Dividend Payable April 1, 
es ei. ee eS 

Agreements to Repurchase 
Securities Sold — 


ASSETS 


Cash on Hand, and in Fed- 

eral Reserve and Other 

Daas. . . . . « S6521,516:33 
Exchanges, Collections and 

Other Cash Items 
United States Government 

Securities . . « « £97:057.20000 
Reconstruction Finance 

Corporation Notes 2,500,000.00 
Other Bonds and Securities 42,085,140.43 
Loans, Discounts and 

Bankers’ Acceptances: . 114,764,922.88 
Interest Receivable, Ac- 

counts Receivable and 

Other Assets. . . .  2,195,136.05 Acceptances and Letters of 
Real Estate Bonds and Credit 

Mortgages eee 2,581,158.80 
Customers’ Liability for 

Acceptances and Letters 

of Code. =... . -. 
Liability of Others on Ac- 

ceptances, etc., Sold with 

Our Endorsement 
Equities in Real Estate 
Banking Premises—Equity 

and Leasehold . . . 2,694,634.24 


$412,983 ,605.74 


35,839,872.58 


625,000.00 


1,385,275.00 
Accounts Payableand Other 


Liabilities 1,285,621.36 


3,860,508.27 


Acceptances, etc.,Sold with 
Our Endorsement 


339,579.46 


3,688,584.93 Reserve forContingencies. 9,461,306.12 
. $12,500,000.00 


20,000,000.00 


Capital 


339,579.46 
715,860.04 


Surplus 


Undivided 
Profits . 2,348,222.54 34,848,222.54 


$412,983,605.74 


United States Government obligations and other securities carried at $41,750,668.25 in the above 
statement are déposited to secure public and trust deposits and for other purposes required by law. 


Trustees 


RUSSELL H. DUNHAM 
President, Hercules Powder Company 


EDWARD E. LOOMIS 
President, Lehigh Valley Railroad Co. 


MALCOLM P. ALDRICH 
New York 


ARTHUR M. ANDERSON 
J. P. Morgan & Company 


MORTIMER N. BUCKNER 
Chairman of the Board 
JAMES C. COLGATE 
James B. Colgate &* Company 
WILLIAM F. CUTLER 
Vice-President 


American Brake Shoe & Fdy. Co. 


FRANCIS B. DAVIS, JR. 


President, United States Rubber Co 


HARRY P. DAVISON 
J. P. Morgan & Company 


SAMUEL H. FISHER 
Litchfield, Conn. 


JOHN A. GARVER 
Shearman & Sterling 


ARTEMUS L. GATES 
President 


F. N. HOFFSTOT 


Prestdent, Pressed Steel Car Co. 


B. BREWSTER JENNINGS 
Standard Oil Co. of New York 


ROBERT A. LOVETT 
Brown Brothers Harriman & Co. 


HOWARD W. MAXWELL 
New York 


HARRY T. PETERS 
New York 


DEAN SAGE 
Sage, Gray, Todd & Sims 


LOUIS STEWART, SR. 
New York 


VANDERBILT WEBB 
Milbank, Tweed, Hope &%* Webb 





Significant Comparisons of Trust Earnings 
and Expenses 


By CONNER MALOTT 


Vice-President, Spokane and Eastern Branch of Seattle-First National Bank, 
Washington 


If gross earnings of all trust depart- 
ments in national banks for the last fis- 
cal year were credited to individual 
trusts, the average return would have 
been $2.86 gross per $1,000 of individual 
trust assets. Of course, that would be 
an absurd deduction, for it gives no 
credit for the very large earnings of 
probates, custodianships and corporate 
trust business. Inevitably the average 
revenue on individual trusts was far less 
than $2.86 per $1,000. If a third of trust 
department earnings came from other 
sources, the gross return on individual 
trusts was less than $2 per $1,000. 

However, there is a general lack of 
knowledge regarding minimum costs of 
handling investments. Comparison with 
the great life insurance companies is 
illuminating. Through the cooperation of 
an executive in one great company with 
assets exceeding a billion dollars, the fol- 
lowing data is available: 

Investment expense as reported was a 
little more than $5 per $1,000 of gross 
assets. The gross assets included pre- 
miums in process of collection, and a huge 
mass of policy loans. The investment de- 
partment had neither duties nor expense 
in handling either. Totals also included 
home office building. Excluding such 
items as these, total investment expense 
became $6.29 per $1,000 of actual in- 
vestment assets. 


However, another adjustment should 
be made. The total investment expense 
included taxes, mainténance and opera- 
tion of all real estate, iacluding fore- 
closed real estate. In trust company prac- 
tice, most of these expenses would be 
charged against the trust and would not 
be an expense of the trustee. According- 
ly, all taxes, maintenance and operating 
expense should be deducted from invest- 
ment expense as reported. The balance 
would be the minimum conceivable ex- 


pense for administration of the invest- 
ments. Calculating this against the sum 
total of cash, bonds, mortgages, and all 
real estate, except the home office build- 
ing, the expense proved to be $2.85 per 
$1,000. The figure is almost exactly 
identical with the figure that would be 
produced by crediting all national bank 
trust department earnings last year to 
individual trusts. 

Even if individual trusts earned $2.85 
(instead of not more than $2 which is 
probably nearer the fact) the experience 
of the life insurance company in han- 
dling investments shows that the result 
was a net loss. In the first place the life 
insurance company is a huge investor, 
wholesale, with only one set of books to 
keep, instead of minute detailed books 
and accounts for hundreds or thousands 
of individual trust accounts. In the sec- 
ond place, it has no expense of interview- 
ing and consulting an army of individual 
beneficiaries, and meeting their individ- 
ual needs. In the third place, it has no 
acquisition cost for getting funds. That 
cost is a loading in the premiums. The 
investment department merely takes the 
money that is handed to it. In the fourth 
place, the insurance company investment 
department needs make no provision for 
losses arising out of errors in policy, or 
mistakes in guessing what the courts will 
decide are the laws fixing the liability of 
a corporate trustee. Losses are not in- 
cluded in the insurance company’s in- 
vestment expense. Finally, the minimum 
expense of $2.85 per $1,000 makes no 
provision for any profit. It stands as irre- 
ducible out-of-pocket cost in the invest- 
ment of funds. 

It seems probable that in the typical 
trust department the mass of its individ- 
ual trust accounts should return at least 
$5 per $1,000 in addition to earnings of 
probates, custodianships and corporate 
trusts. 
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Monetary Influences Behind the Investment Market 
Effect of Excess Savings on Security Prices 


HAROLD CHAPMAN BAILEY 


Associate Trust Officer, Hartford National Bank & Trust Company, Hartford, Conn.* 


ORTUNATELY trust investment 

men are less than ordinarily prone 
to the error common to most individual 
investors of getting their noses too close 
to the investment picture. Unquestion- 
ably we must know whether DuPont and 
Eastman Kodak still have possibilities 
for profit at present prices, whether 
stock of the Illinois Central Railroad 
should now be sold, and we must have 
some more or less intelligent guess as to 
what the present New Haven Road bonds 
will look like when the receivership is 
over. But this detailed information is of 
limited value unless we also have some 
idea of the whole railroad situation, what 
the future course of government finance 
is going to be, and so on. These in turn 
are all dependent upon the general mone- 
tary influences upon all security prices, 
compared with which all the particular 
factors making this stock or that bond 
more or less valuable are like waves of 
the sea in comparison with the tides. 
Just now the tide is coming in, security 
prices have been going up steadily for a 
year. What makes them go up? Is the 
movement permanent or temporary? Is 
it sound or artificial? 

I am going to state at the outset that 
it is my conviction that security prices 
are going to continue as high as they 
now are, or higher, for a considerable 
period of time and until the factors 
creating this situation change. Mean- 
while the rise is based upon factors that 
are less sound than artificial. 


The Inflation Argument 
That the strength in security prices 
which has been persistently shown over 
the last year is not due wholly or even 
primarily to the fear of commodity price 
inflation is demonstrated by the behavior 
of the high-grade bond market which 


* Based on address before the Trust Division of the 
Connecticut Bankers Association. 
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has continued strong despite all cries of 
alarm such as ex-President Hoover re- 
cently sounded in his advice to the trus- 
tees of Leland Stanford University. In 
fact, none of the developments thus far 
have indicated any panic attitudes on 
this subject, for commodity prices have 
not risen materially, nor have bond 
prices fallen. This is not pre-inflation 
behavior. In short, there has been no dis- 
turbance whatever of the general price 
structure from an excess of money in 
the hands of the consumers, which is 
what is commonly meant by inflation. 

Nor do excess reserves directly in- 
fluence at the present time the price of 
securities. Low banking money rates can, 
it is true, stimulate borrowing by spec- 
ulators. But there is little evidence of 
new borrowing upon collateral thus far. 
The only other way that excess reserves 
can push up prices is in the demand by 
bankers for investments. This has been 
a powerful and sustained influence upon 
the prices of fizst grade bonds because 
the only way in which excess reserves 
can be absorbed is by foreign with- 
drawals or increased deposit liabilities. 
Observers sometimes overlook the very 
real separation between capital and cur- 
rent funds because both are measured in 
dollars and both are inextricably mingled 
in bank accounts, but funds once dedi- 
cated to capital account get into the 
commodity markets only after they have 
been invested, and our inflation periods 
have more often followed the rash ex- 
pansion of booms than the doldrums of 
depression. If then the redundancy of 
capital funds eventually leads to inflation 
in the prices of goods and services we 
shall doubtless have abundant advance 
notice from the vast preceding increase 
of new investment. Thus far all dis- 
organization has centered in the capital 
markets exclusively. 
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Supply and Demand for Securities 


It may be said that the rise in security 
prices has been accompanied by in- 
creased earnings. But these improved 
earnings do not by any means fully ac- 
count for the rise. More and more we 
are coming to see that stocks and bonds 
may decline even when earnings are 
good, and security prices may rise when 
earnings are falling off or are not im- 
proving fast enough to justify the rise. 
For example, while earnings were moder- 
ately increasing in the late 20’s stocks 
went up sharply as a result of factors 
entirely independent of earnings, and 
the slow liquidation panic of 1930-32 
brought catastrophic drops in prices out 
of all relationship to earnings values. 
These two events prove, I believe, only 
the obvious conclusion that when there 
is a tremendous demand for securities 
prices of all securities will tend to go 
up, and when everybody is seeking to 
turn his property into cash security 


prices are bound to go down—the old 
familiar law of supply and demand, 
which has never been repealed. 


_ Where Does Investment Cash Come From? 


What are the sources of supply for 
the capital money market? First and 
most important are savings, which may 
be divided into corporate and individual. 
Every year the well managed corpora- 
tion has been paying out perhaps half 
its earnings for dividends, laying aside 
the other half in surplus. The process 
has gone on so long with the two 
hundred largest corporations in the 
country that they have become relatively 
independent of banks, and to some ex- 
tent of the money market, for their 
financing. The second great source of 
savings is the accumulations of individ- 
uals, including life insurance premiums 
set aside as reserves. It is estimated that 
the sum of from eight to fifteen billions 
annually was saved by corporations and 
individuals in this country each year 
from 1923 to 1929. Furthermore, if a 
man borrows money from the bank to 
buy securities, or if cash comes to this 
country from abroad seeking American 
investments, we have two other minor 
sources of funds that are quite inde- 


pendent of savings. Finally, there are 
the sums released by repaying of bor- 
rowed funds. 

On the other side are the factors of 
demand. New security issues for new 
capital expansion (not refunding issues) 
tend to absorb the cash accumulated for 
investment. Foreign loans are another 
outlet for this cash, and, finally, the new 
debt of the United States, the states and 
municipalities. 


Financing Today 


Applying this formula to the present 
situation, we find few new foreign loans 
are being made. While new security 
issues absorbed, in 1928 and ’29, six and 
eight billion dollars, such issues absorbed 
in 1933 and ’34 less than 200 million 
dollars, or less than 3% of the 1929 
total, virtually all financing today being 
for refunding. The state and municipal 
debt increase, which formerly ran at the 
rate of over a billion dollars a year, has 
diminished to small quantities because 
the states and municipalities have 
already exhausted their credit in the 
great expansion of the 1920’s and are 
now unable to borrow money even for 
relief. This leaves the new additions to 
federal debt as practically the sole out- 
let for the cash seeking investment. But 
even this outlet is unavailable so long 
as the banks continue the indirect and 
painless procedure of issuing deposits to 
the government against the new bonds 
instead of paying cash. 

We see practically no new bank loans 
for the carrying of securities. Loans to 
brokers in the Federal Reserve reports 
are up less than two hundred million dol- 
lars from a year ago. Nor is the recent 
huge inflow of foreign gold just now a 
factor. 

The banks have entered the investment 
market owing to a shortage of com- 
mercial paper, and are competing espe- 
cially in the short term field for existing 
investments. Meanwhile corporate and 
individual savings still continue at a 
vast rate. It has been said that govern- 
ment expenditures have increased bank 
deposits and this is a factor in the rise 
of stock prices. Nevertheless it is sub- 
mitted that only such part of those de- 
posits as constitute savings is available 





TRUST COMPANIES 


for investment purposes. This part is 
undoubtedly very substantial, for sav- 
ings, despite the depression, are still 
amounting to several billions a year, but 
have nowhere to go. They are not being 
used even to finance the governmental 
deficit. 

Accordingly these savings come pour- 
ing into the markets seeking existing 
securities. Since everyone who has sold 
and taken his profit looks about for some 
other investment into which he may put 
his idle cash, we have a persistent push- 
ing up of the price of securities. 


The Two Cycles of Excess Savings 

In many respects the present situation 
resembles that of the late 20’s but on a 
much smaller scale, because today there 
is no tremendous flood of new collateral 
loans and call money from abroad and 
domestic corporations to aggravate, and 
far fewer new security offerings and 
foreign loans to alleviate. Today’s is the 
second cycle of excess savings, differing 
from the earlier in that it manifests it- 
self also in England and other countries 


where capital development has reached | 


an advanced stage. 

This concept of excess savings is a 
new one in economic thought, for which 
we are indebted to Brookings Institution 
in demonstrating that the growth of the 
country has now reached a point of 
partial retardation as far as new capital 
expansion goes, but that savings are 
continuing at the old prodigious rate. 
Uuless consumption demand is propor- 
tionately expanding savings will not be 
used to create new capital goods. The 
only way in which the force of such 
excess savings can spend itself is in 
higher security prices. 


Appraisal of Five Possibilities for Lower 
Security Prices 

A number of developments could re- 
verse this trend toward purely artificial 
higher security prices, and bring about 
higher yields. For example, if we should 
embark upon a comprehensive and sus- 
tained program of foreign loans to South 
America, Europe and Asia at the rate 
of several billion dollars a year, the 
added volume of such paper in the 
market would hold down security prices. 
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It would have other temporary beneficial 
effects upon our commodity markets, the 
loans most likely taking the form of ex- 
port of goods. It is by no means impos- 
sible that extensive lending abroad may 
sometime occur despite the disastrous 
past experiences with foreign loans. The 
public memory of such things is short- 
lived; such an eventuality is not, how- 
ever, imminent. 

Another possibility is a substantial ex- 
pansion. As Dr. Harold G. Moulton 
points out, this expansion would have to 
be preceded by an increase of purchases 
in the commodity markets leading to a 
disappearance of excess productive ca- 
pacity and a belief that new capital 
could be profitably employed in various 
lines. This development is somewhat 
more likely than the renewal of foreign 
lending, but excess plant capacity and 
a very much diminished general purchas- 
ing power are two obstacles. Much has 
been made of the unreplaced obsoles- 
cence, depleted railroad equipment, 
etc., owing to the six year suspension of 
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all postponable improvements and main- 
tenance as a factor in stimulating the 
heavy industries through new capital 
outlay. There are also a number of new 
processes made available by scientific re- 
search which await financial exploitation. 
Let us grant that some hundred of mil- 
lions or perhaps a billion or two could 
be absorbed in such ways; all this could 
make little impression upon the supply 
of several billions every year that are 
being saved for investment. 

The third possibility is an increase in 
income taxation until we have a tax 
burden comparable, say, to England’s. 
The Administration’s latest proposal to 
levy a high tax against undistributed 
corporate earnings is likely, if enacted, 
to cut down corporate accumulations. In 
the event that the bill as projected be- 
comes law, corporations would in self- 
defense have to disburse a much larger 
proportion of their net earnings as divi- 
dends. That would leave them more de- 
pendent than before on banks and the 
capital market for funds. As a tax 
gathering scheme from the larger stock- 
holders it has much to commend it, 
nevertheless, it does not affect appre- 
ciably the problem of excess savings, for 
the basic situation is not changed 
whether the corporation retains the 
funds or pays them out in dividends 
and receives them back as new capital. 

As a practical matter any program of 
individual taxation is largely nullified 
by the tax exempt feature of our state 
and municipal bonds. There are some $45 
billions of such bonds outstanding, most 
of them held by the principal investors 
of the country. This is a very substantial 
fraction of the total income-producing 
wealth of the United States and produces 
perhaps one and one-half billions an- 
nually, most of which is in the nature 
of things saved rather than expended. 

The fourth possibility is increased 
governmental outlay, represented by new 
issues. Although we have added some 
three to four billions annually to our 
federal debt whatever Administration 
returns to Washington next. fall must 
strive to cut down this rate of increase, 
and to effect as soon as possible a 
balanced budget. 
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Indirectly a similar result could be at- 
tained by cash payment for new govern- 
ment issues. Had the several billion dol- 
lars in government paper issued each 
year since 1931 been paid for in cash in- 
stead of by the painless method of new 
bank deposits, there would have been a 
greater demand for funds to meet the 
excess supply of investment cash. In- 
stead we have had credit inflation 
brought about by artificially increased 
deposits, and these deposits rather than 
the excess investment cash have been 
distributed to the needy, leaving the 
plethora of investment cash still seek- 
ing an outlet. On the other hand, the 
government has not encouraged the 


banks to pay cash for the new issues 
because the resultant increase of money 
rates would have made financing of the 
budgetary deficit just that much more 
expensive. 


Possible Relief from Low Rates 
There is a possibility here, however, 


for a relief from the artificially high 


prices of securities. If current savings 
are in the future paid over to the Gov- 
ernment in exchange for government 
bonds we may expect higher money 
rates and consequently lower security 
prices. Although a remote chance, this 
is the most likely means by which money 
rates can be improved in the near future, 
and the method of taking up future Gov- 
ernmental issues should be observed with 
care. If the next offering should be paid 
for in cash this recurrence may mark 
a new policy that cannot fail to materi- 
ally improve investment returns. 

Finally, there is the increasingly un- 
likely prospect of some renewed impulse 
toward panic liquidation and its accom- 
panying hoarding of savings in bank 
deposits or a bulk withdrawal of foreign 
demand deposits in New York. The ap- 
pearance of some adequate commercial 
demand for bank’s funds would of course 
diminish the present competition by 
banks for existing issues. 

Summing it up one finds that the chief 
hope of improving rates lies in a very 
substantial increase of industrial capital 
expansion with the accompanying with- 
drawal of banks from the investment 
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field. Thus far, however, there is no sign 
of any movement of sufficient propor- 
tions to drain the market of the excess 
cash. 

If these conclusions are correct there 
would seem little likelihood of this re- 
curring excess of savings being absorbed 
in any adequate way. Quite the contrary, 
this excess of savings may at any time 
be aggravated by a flood of foreign cash 
attracted to our rising American stock 
market as it was in 1928 and ’29 and 
during last fall, and we may have an in- 
crease in collateral loans by banks which 
would add fuel to the fire. 

If, then, so far as we now can see, 
prices are to continue high or even go 
higher, it is not perhaps unwise to pur- 
chase longer term bonds against which 
we have recently been prejudiced. So far 
as the factors which have just been dis- 
cussed are all-inclusive, this formula 
may be applied to a developing situation 
and to measure prospective changes of 
future rates. Upon the happening of any 
of the contingencies making for lower 
prices and higher rates it will be quite 
possible for trustees and other investors 
to replace themselves in a short-term or 
cash position. 

Admittedly it will continue to be dif- 
ficult to “call the turn,” but we shall 
perhaps have some idea of what brings 
the “turn” about. If students of invest- 
ments evaluate accurately such informa- 
tion as modern statistics give us and 
view matters broadly, they may observe 
financial developments to some extent as 
the working out of an orderly system of 
cause and effect. 


Massachusetts Trust Assets 
Exceed One Billion 


In the March 4, 1936, Aggregate 
Statement of the trust department re- 
sources of all trust companies in Massa- 
chusetts, the total assets exceeded one bil- 
lion dollars. During the past year this 
mark was set for the first time in the 
history of Massachusetts trust com- 
panies. This represents an increase of 
$36,502,026 over the preceding year. The 
statement for the 51 reporting companies 
follows: 


ASSETS 


Govt., State, Mun. Bonds $ 138,080,392 
Other Bonds 278,591,216 
Stocks 477,397,516 
Loans on Real Estate... 49,822,377 
Loans with Collateral... 483,922 
Other Loans 3,076,469 
Real Estate Owned .... 46,659,472 
Deposits in Savings Banks 11,846,557 
Deposits Subject to Check 27,261,619 
Due from Comm’. Dept. 2,424,723 
Other Assets 6,915,739 


TOTAL ASSETS .... $1,042,560,002 


LIABILITIES 


As Trustee, Executor, Ad- 
ministrator, Etc 


Income 
Other Liabilities 


$1,032,340,544 
9,867,120 
352,338 


TOTAL LIABILITIES $1,042,560,002 
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OR several years now, I have had the 

privilege of sitting in on the gather- 
ings of organizations of life underwriters 
and trust officers. In talking with many 
of you over the dinner table and in 
listening to many of you as you have 
appeared on the programs of this and 
other organizations, I have gained much 
help in my everyday work. So if I have 
anything that you ladies and gentlemen 
may use to advantage I feel that I am 
simply returning that which you have 
given to me. 

Now we all know that the progress 
thus far made in bringing about a favor- 
able basis of cooperation between the life 
underwriter, the trust officer, the life 
insurance company home office, and Mr. 
and Mrs. Publix, is the result of a sin- 
cere desire of all these agencies to help 
Mr. and Mrs. Publix conserve what has 
been created during his or her lifetime. 
Likewise, it has been the result of a 
sincere desire on the part of Mr. and 
Mrs. Publix to protect their families and 
others against the natural law of depre- 
ciation that they have adopted our sug- 
gestions and thus permitted the relation- 
ship between the aforementioned agencies 
to grow and to prosper. And it is in the 
hope of offering something that may 
be used in the strengthening of this re- 
lationship and in the improvement of 
our joint services that any experiences 
are here recited. 

I should like at this point to pay a 
tribute to the trust companies for the 
very excellent way in which they have 
been cooperating with the life under- 
writers in the creation of various trusts 
and in otherwise helping to put Mr. and 
Mrs. Publix’s house in order. Were it 
not for them during these trying days 
of complex tax and estate problems, I 
submit to you ladies and gentlemen if 
it would not be necessary for practically 
every life insurance office to assume the 
added expense, if they were to give their 
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clients the service to which they are en- 
titled, of putting on their pay roll a 
man holding the qualifications of an at- 
torney, a well informed trust officer and 
a tax accountant, not only to answer 
questions but to assist in the compilation 
of those things affecting the distribution 
of even moderate estates. 

Through the cooperation of the trust 
companies, we have at our disposal the 
very best of talent, without cost or with- 
out obligation. They have helped us to 
be of greater service to our clients. And 
since Rotary’s slogan, “He profits most 
who serves best” still holds good, they 
have helped us to help ourselves to 
greater remuneration. 

“Yes,” you say, “but look at the new 
clients we have created for them”! I 
agree with you that that is very true 
but have you noticed that where our 
remuneration in most cases is gained 
immediately thru increased sales of life 
insurance or annuities, their remunera- 
tion, in most cases, is postponed to an 
indefinite future; that is, to the time of 
the client’s death. And from personal 
observation in the matter, they have to 
interview many more life insurance men 
than we do clients before consummating 
a sale. 

“Oh, yes,” said another underwriter 
recently when I asked him what his ex- 
perience had been with the trust com- 
panies, “some day those birds will wake 
up and realize what an opportunity they 
are overlooking by not giving the names 
of their depositors and beneficiaries of 
trusts and all that sort of thing to the 
life insurance men who are capable of 
developing the accounts from the life 
insurance viewpoint.” 

Well, that was just as unexpected to 
me as I assume it was to you. Especially 
since it came from a supposedly well in- 
formed life underwriter. 

To my way of thinking, the quickest 
way to undermine the whole trust busi- 
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ness would be to adopt his idea. Trust 
accounts are confidential accounts and 
the only way you and I should expect to 
get any information concerning such ac- 
counts would be direct from the donor 
or, if he should be dead, from the bene- 
ficiary. A letter from the proper party 
to the trust company will open any trust 
account to us in all its details and I am 
sure no one here would have it any dif- 
ferently. 

While I am on the subject, however, I 
would like to state that the man who is 
able to review trust accounts and trust 
agreements, with an eye to their improve- 
ment, is overlooking a rich field of poten- 
tial business, as well as an opportunity to 
render unusual service to his client, if 
he is not asking permission of his client 
to review existing trusts. 

There may have been some suspicion 
developed in the minds of some of us on 
account of jealous or competitive rea- 
sons, but in the minds of the public, I 
doubt if you found anything but the 
very greatest of confidence. 


The trust companies probably are not 


unaware of this experience. Some of 
them may already have profited by it. 
But I believe it is only fair and wholly 
just for the underwriters of the country 
to say to the trust companies, if you 
want a continuation of our cooperation 
and the confidence of the public to con- 
tinue with renewed and greater faith, 
you will look to your investment policy 
and take whatever steps are necessary to 
safeguard even better than ever before 
the accounts which we entrust to your 
keeping. 

We all understand, of course, that the 
life insurance companies have the ad- 
vantage in handling individual accounts 
through the commingling or community 
of funds idea, while each and every trust 
account with a trust company must rest 
upon its own group of investments no 
matter whether that particular group is 
large or small. 

Nevertheless, the first requisite of a 
fund in trust is safety of principal and 
consistency of income, whether the law 
provides it or not. And we look to the 
men who are charged with that respon- 
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sibility to follow the straight and narrow 
path in that respect. 

I should like to say also that it is my 
humble opinion that the sooner every 
trust company and every other kind of 
a banking organization having a fidu- 
ciary department, banishes from its list 
of approved investments every item in 
which they have even a remote interest, 
the sooner the relationship between the 
life underwriter, the trust officer and the 
general public will reach the position 
which we have every reason to believe it 
should reach. 

Some underwriters are strongly op- 
posed to life insurance trusts; they 
feel that the only proper way to settle 
a life insurance policy is by a mode of 
settlement; their opposition to life in- 
surance trusts is equalled or exceeded 
only by their opposition to lump sum 
payments. We submit, with due respect 
for the opinion of others, that such an 
attitude does more credit to the under- 
writer’s heart than to his mind. It seems 
to us that the truly professional attitude 
is to know all methods, their advantages 
and disadvantages, and to choose, from 
time to time, whatever method is best 
suited to the client’s needs. 

I am reminded of a case recently called 
to my attention. A banker had died and 
left an insurance estate of $300,000. He 
had no other assets. The insurance was 
all payable in cash to a young widow. 
She took $150,000 of it to a trust com- 
pany and set up a living trust for her- 
self and three children. Another $100,000 
was set up in a separate trust with a 
lawyer as trustee. There was some cash 
in the bank after payment of the in- 
sured’s debts. The man died six years 
ago, or perhaps only five years ago. In 
the meantime, the widow’s income had 
dropped to about $5,000 net in 1934 and 
all of that was from the trust company 
account. The attorney handling the 
other fund in trust is in trouble. Like- 
wise, the widow is in trouble and put 
to considerable expense in suing the at- 
torney for misappropriation of funds. 

It isn’t necessary for me to point out 
to you ladies and gentlemen the fact that 
if only $200,000 of this amount had 
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been left on deposit with the life in- 
surance companies, the income right 
straight thru the years would have been 
not less than $7,500 in 1935 and every 
previous year would have been $8,000 or 
better. And the principal would still be 
available in full. 

When a banker is so careless in the 
arrangement of his affairs, don’t you 
think that Mr. and Mrs. Publix are really 
pretty good after all? 

This experience brings up the question 
of the individual trustee or rather the 
question of Mr. Estate Owner naming 
his personal friends as trustees under 
his will in preference to an incorporated 
fiduciary. 

I believe you will agree that most of 
the serious problems that come up in 
property in trust arise among the estates 
presided over by individuals who have no 
other qualifications than relationship, 
friendship, a license to practise law, or 
a successful experience as a banker, a 
broker, a manufacturer, or a general all 
round good fellow. 


March Life Insurance Report 


New life insurance production for March 
was one per cent more than for March of 
1935. The cumulative total for the first 
quarter of this year was 8.2 per cent less 
than for the corresponding period of last 
year. The March increase is the first for 
this year, January and February having 
shown decreases of 17.4 per cent and 7.6 
per cent, respectively. 

These facts were reported by The Asso- 
ciation of Life Insurance Presidents to the 
United States Department of Commerce to- 
day. The report summarizes the new paid- 
for business—exclusive of revivals, in- 
creases and dividend additions—of 42 com- 
panies having 83 per cent of the total life 
insurance outstanding in all United States 
legal reserve companies. 

For March, the new business of all 
classes written by the 42 companies was 
$775,982,000 against $768,491,000 during 
March of 1935. New Ordinary insurance 
amounted to $473,758,000 against $502,619,- 
000—a decrease of 5.7 per cent. Group in- 
surance was $56,213,000 against $30,611,- 
000. 

For the first quarter, the total new busi- 
ness of these companies was $2,122,628,000 
this year against $2,312,992,000 last year— 
a decrease of 8.2 per cent. New Ordinary 





387 


The 
Oldest Trust Company 
in Pittsburgh 


ESTABLISHED 1867 


Member Federal Keserve System 
Member Federal Deposit Insurance 


revs olera tater 


PEOPLES-PITTSBURGH 
TRUST COMPANY 


PITTSBURGH, PA. 





insurance amounted to  $1,343,526,000 
against $1,594,112,000—a decrease of 15.7 
per cent. Group insurance amounted to 
$127,692,000 against $78,347,000—an in- 
crease of 63.0 per cent. 





Changes in Legal Investment 
List in Pennsylvania 


The committee on trust investments of 
the Pennsylvania Bankers Association, in 
its current bulletin, makes the following 
report on changes in securities which it be- 
lieves to be eligible for trust investments 
in Pennsylvania. 

The committee assumes no legal respon- 
sibility for the list pointing out that the 
law requires every trustee to exercise his 
own judgment. 

Additions: New York Edison Co. Ist 
3%s “D” 1965; West Penn Power Co. Ist 
8%s “I” 1966; Chicago Union Station 1st 
3%s “E” 1963; Consumers Power Co. Ist 
3%s 1970. 

Removals: (redemptions), New York 
Edison Co. 1st & Refunding 5s “C” 1951— 
called April 1, 1936; 1st Lien & Refunding 
5s “B” 1944—called April 1, 1936. 

Removals: Northern Pennsylvania Power 
Co. 1st & Refunding 5s “A” 1956; ist & 
Refunding 5s 1962. 
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Granite Trust Celebrates 
Centennial 


The historic city of Quincy in Massa- 
chusetts noted the passing of another 
important milestone when the Granite 
Trust Company observed its 100th Anni- 
versary on March 28, 1936. 

The early history of the bank is re- 
plete with names of personages and 
families that played major roles in the 
building of the nation. Outstanding 
among the original stockholders in 1836 
was John Quincy Adams, sixth Presi- 
dent of the United States. 

The Quincy Stone Bank, as it was then 
named, was the first bank established in 
Quincy, when the town boasted only 
3,000 inhabitants. The raising of $100,- 
000 as capital for a bank in those early 
days must have been an undertaking to 
challenge the courage of those sturdy 
New Englanders, but was paid in a re- 
markably short period of time. 

Prior to the establishment of this 
bank, the nearest bank was located in 
the city of Boston, only eight miles away, 
which today can be reached in the short 
space of fifteen minutes, but in those 
early days it was an all-day journey by 
stage coach to Boston and back. 

The bank was successful from the 
start and in 1857 the increased business 
necessitated an increase in the capital to 
$150,000. In 1865, following the passage 
of the National Banking Act, the bank 


acquired a Federal Charter and became 
the “National Granite Bank.” 

It was not until 1912 that the bank 
entered the Trust field, when it changed 
back to a State Charter, adopting the 
name “Granite Trust Company.” As is 
usual in such cases, the volume of trust 
business grew slowly but after some 
years the management enlarged very 
considerably the scope and personnel of 
this department. Today, the Trust De- 
partment of the Granite Trust Company, 
fully and efficiently officered, is out- 
standing among the suburban banks of 
Massachusetts, both as to volume of busi- 
ness and completeness of the services 
offered. It is now handling over $10,000,- 
000 in Estates, Trusts and Agency Ac- 
counts. 

The Granite Trust Company has been 
unique in many respects. A substantial 
part of the earnings of the bank go to 
local churches and charities through the 
medium of a Public Charitable Trust 
created by the bank’s fourth president, 
Theophilus King, noted philanthropist, 
who died in 1935 at the age of ninety. 
He had been connected with the bank as 
a director for fifty-seven years and its 
president for forty-eight years. 

At its 100th Anniversary Open House, 
a large banner commemorating the event 
was unfurled by Charles Francis Adams, 
former Secretary of the Navy, and direct 
descendant of Presidents John Adams 
and John Quincy Adams. 
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E have increased our public debt 

much faster during the last four 
years than any other important country 
with the possible exception of war-ridden 
Italy. We have already set into operation 
powerful inflationary forces which, when 
they have ultimately worked out their 
full influence on commodity prices, will 
probably result in giving us a cost of liv- 
ing approximately double what it is to- 
day. Meanwhile the inflationary processes 
are being continued, and the end is not 
yet. 

Despite our elaborate efforts to borrow 
and spend our way into prosperity, we 
have progressed in our industrial produc- 
tion on the road to the pre-depression 
level of prosperity less than many other 
advanced countries, including Great 
Britain, Canada, Germany, Italy, Japan 
and Sweden. 

Our public expenditures, national, state 
and local combined, are today equivalent 
to over one-fourth of our total national 
income and this percentage has been 
growing for a number of years. 

The really dangerous part of the situa- 
tion, however, is not so much the present 
size of our public expenditures and our 
national debt, as bad as they are, but the 
rate at which they are growing and the 
fact that the forces that usually check ex- 
travagant public expenditures are at 
present comparatively ineffective. The 
usual antidotes for extravagant govern- 
ment expenditures are heavy taxation 
and the resulting increasing opposition of 
the electorate to rising taxes. 

The public’s control of the executive is 
rendered ineffective when heavy expendi- 
tures are financed, as they are in the 
United States today, chiefly through the 
sale of government debt to the banks, 
which the banks pay for by issuing bank 
notes or by placing to the government’s 
credit bank deposits that the government 


*From recent address before annual meeting of Na- 
tional Council of Importers and Traders. 
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may pay out as it desires by means of 
checks. This practice, as the experiences 
of many other countries have abundantly 
shown, spells inflation. About half of our 
total United States Government debt is 
now held by our banks and over 98 per 
cent of the earning assets of our twelve 
Federal Reserve banks today consist of 
the National Government debt. 

The reasons why our banks are so 
loaded up with United States Govern- 
ment securities are well known. The vari- 
ous inflationary policies of the Govern- 
ment have been purposely directed to 
glutting the banks with funds so as to 
force upon them a reduction of the in- 
terest rates charged for loans, liberal 
loan and investment policies, and cur- 
rency and credit expansion, with the ob- 
ject of forcing up the level of commodity 
prices. The business depression and the 
lack of confidence of the public in the na- 
tion’s immediate recovery—a lack of con- 
fidence that persists largely by reason of 
the many extremely radical measures that 
are being taken and are being threatened 
in Washington and of the Government’s 
rapidly accumulating deficits—have been 
drying up the usual commercial and in- 
dustrial demands for bank loans. Our 
money markets have been glutted with 
funds by the Government’s cheap money 
policies while the demand for money and 
capital on the part of the business public 
has been kept low by the fear on the part 
of our business leaders of what is happen- 
ing in Washington. A glutted supply of 
capital and a scared demand spell tempo- 
rarily abnormally low interest rates. 

When prices, and ultimately also inter- 
est rates, rise under the stimulus of in- 
flationary forces, the costs of government 
likewise advance and the government, 
therefore, needs continually increasing 
revenues. But rising costs of living with 
the usual lag in wage advances make the 
public increasingly resistant to higher 
taxes. For the obtaining of the additional 
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revenues required to meet these growing 
expenses pressure, therefore, becomes 
strong upon both Congress and the Presi- 
dent to resort increasingly to inflation 
rather than to heavier taxation. This is 
particularly true if a national election is 
approaching. Financing through inflation 
accordingly tends to become progressive- 
ly the line of least political resistance and 
this policy is, therefore, all too often con- 
tinued until it terminates in disaster. 

The present chaotic condition of for- 
eign trade throughout the world and the 
existing small volume of this trade are, 
to a large degree, due to the fact that 
most of the countries of the world have 
in recent years substituted for a single 
uniform and automatically working in- 
ternational monetary standard based on 
gold, national managed paper money 
standards. Most countries which have 
done this have been inflating their cur- 
rency. Except for the countries in the 
“Sterling area” each paper money coun- 
try has its own independent national 
monetary unit, the value of which varies 
under the impact of the fiscal conditions 
of the government, the domestic and for- 
eign trade situation, credit conditions and 
the monetary policies of the government 
and the central bank. 

Every decline in value of the monetary 
unit as compared with the monetary units 
of other countries acts as. an export 
bounty and as an import duty. Every ad- 
vance in the value of a country’s mone- 
tary unit as compared with the monetary 
units of other countries, on the other 
hand, acts as an export duty and an im- 
port bounty. The foreign countries meet 


these changes by changes in their own 
monetary system, tariff rates and trade 
restrictions. These changes, in turn, es- 
tablish powerful vested interests that 
work for their maintenance. 

Very little enduring recovery in the 
world’s foreign trade can be expected 
until the world again gets back to the 
gold standard. Although far from being 
a perfect monetary standard, gold is the 
best standard with which the world has 
had any extensive experience. It is more 
automatic in its operation and therefore 
less susceptible to political exploitation 
than any other monetary standard. It is, 
moreover, the only standard that offers 
any hope for a long time to come of be- 
coming in any broad sense of the term 
a true international monetary standard. 
The urgent problem of the immediate 
future is not a national problem of creat- 
ing a substitute for the gold standard 
but rather an international problem of 
making the gold standard a better stand- 
ard. We may well agree with the conclu- 
sion of the Macmillan Committee whose 
report to the British Government was 
published June 23, 1931, three months be- 
fore England went off the gold standard. 
That famous Committee of fourteen emi- 
nent British economists and financiers 
declared: 


“There is, perhaps, no more important 
object within the field of human technique 
than that the world as a whole should 
achieve a sound and scientific monetary 
system. But there can be little or no hope 
of progress at any early date for the 
monetary system of the world as a whole, 
except as the result of a process of evolu- 
tion starting from the historic gold 
standard.” 


If we are to avoid the evils of serious 
inflation which are now threatening us, 
government expenditures must be drasti- 
cally reduced, taxes increased, vigorous 
measures must be taken looking toward 
an early balancing of our national bud- 
get, our currency must be placed firmly 
on a statutory gold standard, and, above 
all, confidence must be restored among 
our business and financial leaders, upon 
whose initiative alone we can depend for 
any enduring recovery. 





Inflation Hedges 


COL. LEONARD P. AYRES 
Vice President, The Cleveland Trust Company, Cleveland, Ohio* 


NE of the clearest of the lessons to be 
derived from the European experi- 
ences with inflation is that there are no 
good hedges against it. In the attempt to 
study the efficacy of common stocks as 
means of hedging during periods of com- 
modity price inflation a study has been 
made of stock prices expressed in terms 
of the cost of living, and based on data 
from American, French, and German rec- 
ords. The results are shown in the 
diagram. During the war and just after- 
wards we had in this country a real com- 
modity price inflation during which 
wholesale prices rose by 1920 to a level 
about 250 per cent as high as that pre- 
vailing when the war began. The top sec- 
tion of the diagram shows the quarterly 
changes in the prices of about 420 issues 
in the stock index of the Standard Sta- 
tistics Company if we express the price 
changes in terms of the cost of living. 
The method of doing this is to express 
both the stock price index and the cost of 
living index in terms of their averages 
in 1914 being equal to 100, and then to 
divide for each following quarter the 
stock price index by the cost of living in- 
dex. If both had risen or declined about 
equally during the inflation period the 
line on the chart would have continued to 
fluctuate about the 100 level. What actu- 
ally happened was that the stock prices 
did not advance nearly so rapidly as the 
cost of living so the line in the diagram 
declines to around 50 in 1920 and 1921. 
Clearly the purchase of stocks did not 
afford a good hedge against price infla- 
tion in this country at that time, for the 
primary purpose in buying stocks in such 
a period is to seek protection against the 
advances in the cost of living. 
In the middle section of the diagram 


*From the Company Business 


Bulletin. 
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the line shows the results of similar com- 
putations showing the relationship be- 
tween stock prices and the cost of living 
during the inflation years in France. The 
results are closely similar to those shown 
for this country, for the line again fluc- 
tuates around the 50 level in the inflation 
period reflecting the fact that the cost of 
living advanced about twice as much as 
the stock prices. In the bottom part of the 
diagram the results of similar computa- 
tions are shown for Germany, and with 
even less favorable outcomes, for in this 
instance the line drops nearly to 10 per 
cent. It was at about the 35 level when the 
money finally lost all value. 


STOCK PRICES IN TERMS OF 
COST OF LIVING 
AV. 1914= 100 


= Paaeanan 


Ree ee BERS S 
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Wills Recently Probated 


In the will of Marilyn Miller, recently 
filed for probate in New York City, the 
Irving Trust Company, New York, is named 
as co-executor of her estate. 

Miss Miller, whose real name was Mary 
Ellen Reynolds, was one of America’s best 
loved actresses, creating numerous famous 
roles on the stage and screen. 

Starting her career at the age of four, 
she rose to stardom in the “Ziegfeld Follies” 
in 1920. She reached the pinnacle of her 
career that year, playing the role of “Sally” 
in the stage play of the same name. Later 
she took the lead as Peter Pan in Barrie’s 
play, and subsequently was the star of 
“Sunny,” Rosalie,” and another Ziegfeld 
show, “Smiles.” 

Going to Hollywood, she made motion 
picture versions of “Sunny” and “Sally,” 
her only other screen venture being “Her 
Majesty, Love.” 


James Harvey Robinson 
Historian and Author 


Dr. James Harvey Robinson named the 
Bankers Trust Company, New York, execu- 
tor and trustee under the terms of his will. 

He had been an editor of “The Annals of 
the American Academy of Political and So- 
cial Science” and an associate editor of 
“The American Historial Review.” In 1929 
he was president of the American Histori- 
cal Association. 

His writings included “The Mind in the 
Making,” “Introduction to the History of 
Western Europe,” “Medieval and Modern 
Times,” and “The Ordeal of Civilization.” 

Dr. Robinson’s textbooks are said to have 
transformed the teaching of history in 
American universities and high schools. His 
writings have been translated into almost 
every language including Chinese, Dutch 
and Czech. 


Hiram Percy Maxim 
Inventor 


Hiram P. Maxim, internationally known as 
the inventor of the Maxim silencer, named his 
wife, the late Mrs. Hiram Maxim, as executor 
of his will, who herself died nine days after her 
husband, leaving a will naming her late husband 
as executor. The Phoenix State Bank and Trust 
Company of Hartford, Connecticut, was ap- 
pointed administrator, c.t.a., at the request of 
the son and daughter. In each will the estate is 
left to the children. 

Mr. Maxim was chiefly known for his in- 
vention for suppressing the sound of the dis- 


charge of firearms and for the later extensions 
of the same principle into the automobile 
muffler and numerous other sound proofing 
devices. 


Alfred K. Potter 
Business Executive and Financier 

The Rhode Island Hospital Trust Company, 
Providence, R. I., was named executor and also 
trustee under the will of the late Alfred K. 
Potter. 

Mr. Potter was widely known in New York 
business and financial circles. He was vice presi- 
dent and treasurer of the Gorham Manufactur- 
ing Company at Providence, having been 
associated with that company for about the 
past twenty-five years. Prior to joining the 
Gorham Company he was in the jewelry busi- 
ness. 

He was also a director of Black, Starr & 
Frost-Gorham, Inc., New York; the Spaulding- 
Gorham Company, Inc., Chicago; the B. B. & 
R. Knight Corporation, Providence, and the 
Rhode Island Hospital Trust Company. 


J. Carroll Payne 
Lawyer 

The Trust Company of Georgia, Atlanta, 
was named -co-executor under the will of the 
late J. Carroll Payne, retired Atlanta lawyer. 

Mr. Payne was a member of one of the 
South’s most prominent families, being a lineal 
descendant of Thomas Green, second governor 
of the State of Maryland, who came to America 
with the Calverts in 1634. Although retired 
from actual law practice for the past ten years 
he was still active as a director in several large 
corporations. He was a devout Catholic and in 
1925 was vested by Pope XI with the order of 
Saint Gregory the Great. He was instrumental 
in establishing the Atlanta Art Association and 
had been voted by the Chamber of Commerce 
as Atlanta’s most outstanding citizen. 


Ralph G. Clarke 
Corporation President 


Ralph G. Clarke, president of the Recording 
and Statistical Corporation, with headquarters 
in New York, at the time of his death, was for 
twenty-five years connected with the old 
Library Bureau, of which he was vice president 
when it was merged with Remington Rand, Inc. 
He became vice president and general manager 
of the merged firm and when it became the 
Recording and Statistical Corporation in 1929, 
was placed at the head of it. Mr. Clarke 
named the Rhode Island Hospital Trust Com- 
pany of Providence, as executor and trustee 
under his will. 
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Guaranty Trust Company 
of New York 


140 Broadway 
Fifth Avenue at 44th St. Madison Avenue at 60th St. 
LONDON PARIS BRUSSELS LIVERPOOL HAVRE ANTWERP 


Condensed Statement, March 31, 1936 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and due 
from Banks and Bankers..................... 

Bullion Abroad and in Transit 

U. S. Government Obligations 

ee a Sma wale 

Stock of the Federal Reserve Bank 

Other Securities 

Loans and Bills Purchased 

Items in Transit with Foreign Branches 

Credits Granted on Acceptances................ 

Bank Buildings 

Other Real Estate 

Real Estate Bonds and Mortgages 

Accrued Interest and Accounts Receivable 


LIABILITIES 


$ 90,000,000.00 
170,000,000.00 


Capital 
meres Pumee.............5... 
Undivided Profits............. 


Dividend Payable April 1, 1936 

Foreign Funds Borrowed 

Miscellaneous Accounts Payable, Accrued In- 
terest, Taxes, etc 

Acceptances $51,495,459.38 

Less: Own Acceptances held for 
Investment 


17,095,502.65 


Liability as Endorser on Acceptances and For- 
eign Bills 

Agreements to Repurchase Securities Sold 

ee ee ay . $1,453,703,638.32 

Outstanding Checks 34,580,968.55 


7,317,042.28 


$ 406,180,507.34 
3,541,030.00 
653,255,605.94 
55,484,395.19 
7,800,000.00 
24,400,574.73 
595,896,925.03 
3,087,354.51 
34,399,956.73 
13,480,670.39 
357,477.43 
2,988,063.28 
11,761,008.08 


$1,812,633,568.65 


$ 267,317,042.28 
2,700,000.00 
164,813.00 


11,955,990.77 


34,399,956.73 


6,160,133.00 
1,651,026.00 


1,488,284,606.87 
$1,812,633,568.65 


(Member Federal Deposit Insurance Corporation) 
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Homestead, Bartram’s Gardens 


Provwent trusteeship is as integral 


a part of Philadelphia life as are the 


city’s important historic landmarks. 


Member Federal Deposit Insurance Corporation 





TRUST COMPANIES 


Valuation of Trust Assets for 
Control Purposes 


(Continued from page 365) 


is a duplication of work and a less effi- 
cient control in the preparation °of 
some of the foregoing reports and sched- 
ules, which could be eliminated by basing 
such reports, etc., on the actual books con- 
trolling the assets in possession. 

Under the proposed new arrangement, 
bonds and stocks would be controlled by 
their values as of the date of the incep- 
tion of the trusts. Mortgages would be 
controlled by amount due thereon from 
time to time, and real estate would be 
controlled by the appraised value, less 
the mortgages, and miscellaneous articles, 
such as jewelry, would be likewise 
appraised at their value, but supporting 
papers and papers of doubtful value would 
be controlled by a nominal value of $1 
per item. 

It is our opinion that the par value 
control is preferred for a small trust de- 
partment, but this control should be 
changed to an inventory control when an 
increase in the business merits such a 
change. 

In our case we do not make up any 
schedules of market value of securities 
as this information is supplied from time 
to time to the Trust Investment Commit- 
tee in connection with the estate assets 
reviewed by them. 


NEW YORK CITY—Trust Company 


We are not able to report as to what 
system we have found most efficient, for 
we have only one, but that one meets with 
our needs. 


For Stocks 


We use unit control. Each full share 
of stock, regardless of its par value and 
regardless of its market value, is counted 
as one. Each fractional share is counted 
as one fraction. We might, for example, 
have four certificates, each for a fraction 
of a share, but in the aggregate equalling 
more than one whole share. This fact is 
disregarded, and we count those certifi- 
cates as four fractions. Each right is 
counted as one unit. 


For Bonds 


We use par values. Where payments 
are made in distribution of principal, the 
par value amount is reduced by each 
such payment. 


Bonds & Mortgages 
We use par values. 


Real Estate 

We use units. Each parcel which is 
handled by itself counts as one unit. 
Where real estate has been acquired by 
the foreclosure of mortgages which had 
been participated, the real estate received 
represents as many units as there are 
trusts interested in that particular piece 
of real estate, so that it is quite common 
to have one house and lot represented by 
five units in our control, because five 
separate trusts have an interest in that 
piece of real estate. 


Miscellaneous Items 


Each card for Miscellaneous is de- 
signed to record either units (wills, 
deeds of trust, jewelry and the like) or 
dollars (savings bank accounts, notes, 
loans, etc.). 

We do not believe there is any value 
in making up annual schedules of market 
values of securities. If market values are 
of any use, they will be necessary more 
often than annually, and at times when 
there is a need for this information 
rather than at predetermined times. We 
do think it valuable to render annual 
statements of principal items held. 


NEW YORK CITY—Trust Company 


Procedure followed in valuation of 
trust department assets for purposes of 
control: 


Bonds—Face Amount. 
Mortgages—Face Amount. 
Notes—Face Amount. 


Preferred Stock and Common Stock 
with Par Value—Par Value. 


Common Stock no Par Value—$100. 
Real Estate—$1. 
Other Estate and Trust Assets—$1. 





TRUST COMPANIES 


NEW YORK CITY—Trust Company 


Kind of Item Method of Control 


Dollar and cent amount... .$1,000 U. S. Steel 5s 1960 


One unit per share..... 


Life Ins. Policies: 
a. Asset of Est 
b. All Others 

Mortgages 


One unit per policy 


Properties 


Dollar and cent amount... .$25,000 Aetna Life Policy 


Examples: 


Description Units 


1,000.00 
$798.50 I.R.T. 6s 1932 


....15 shs. Warner Bros 


25,000.00 


$10,000 Prudential Policy 1.00 


Dollar and cent amount... .$10,000 B/M 69 W. 42nd St... ..10,000.00 


$6,956.75 B/M J. Baum and Wife 6,956.75 
Undivided interest in 69 W. 42nd 


If divided among several 


holders, numerator 


used for units....... 


One unit per right 


....3/7 interest in 69 W. 42nd St.... 


is 
3.00 


3 rights to sub. to Radio B 3.00 


Numerator is used for unit 


Pe eee 


One unit per sealed package. . Sealed package said to contain, etc. 


It will immediately be noted that in the 
main classifications the unit value agrees 


with either the dollar and cent amount or 
the number of shares and hence is efficient 
and easily operated. An exception to this 
rule is insurance policies where they are 
not part of the assets of an estate. In this 
instance one unit per policy is arbitrarily 
assigned to control the items until delivery. 
Where fractions are encountered, as in 
case of scrip and divided properties, the 
numerator furnishes an accurate control 
provided separate ledger sheets are main- 
tained for full shares and for each different 
fraction, i.e., fifths, tenths, etc. Obviously, 
the total units on the fifth share sheet 
would indicate the number of fifths in the 
account and if five fifths are withdrawn for 
consolidation, one unit must be added to 
the full share control. This, we find, 
enables us to check consolidations ac- 
curately and easily control the fractions. 
In connection with protecting jewelry, 
we have a practice of placing it in the 
vault in sealed packages, the number of 
which depends upon the quantity re- 
ceived. A list of the contents is placed in- 
side the package and a list is attached to 
the outside for identification. The package 
is sealed by two responsible clerks who 
check each item to the lists. This practice 


....4/5 sh. Radio B 


4.00 
1.00 


1.00 


1/4 sh. Beth. Steel 


enables us to control jewelry by the num- 
ber of packages, which we find quite 
efficient. 

On the whole, the results obtained by 
our unit system as briefly outlined have 
been satisfactory, and so far we have not 
found any other which offers sufficient ad- 
vantages to warrant changing our system. 


NEW YORK STATE—Trust Company 

We are pretty firmly convinced that the 
only logical method of carrying trust assets 
is, in general, at inventory or cost values. 
It must be borne in mind, however, that it 
is highly desirable to maintain a unit con- 
trol for audit purposes. By cost we mean 
actual cost to the account, and by inven- 
tory the amount with which we are charged 
in instances of inherited assets or other 
assets not actually purchased by ourselves. 
The same holds true of real estate and 
other miscellaneous assets. The main dif- 
ference which seems to come up in con- 
nection with real estate is in instances 
where the property is acquired through 
foreclosure, in which case, as a rule, we 
set up the new asset at the amount of the 
mortgage plus any additional items 
charged to it in the way of taxes, fore- 
closure costs, etc. 
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NEW YORK STATE—Trust Company 

For practical purposes of control I be- 
lieve the use of the unit per share of 
stock and 1,000 units in the case of a 
$1,000 par value bond to be the most effi- 
cient system. On cards or record sheets 
inventory values must, of course, be in- 
serted for their various uses in fiduciary 
accounting. 

In the case of real estate I believe the 
method of using one unit in control for 
a parcel to be the best method. As real 
estate items are never very active assets 
and assessed value or nominal values do 
not seem to suit this type of asset. As 
to other assets which may form a portion 
of the corpus of a trust or estate the unit 
value seems to be most satisfactory. 

I believe the above unit control system 
to be the most efficient and would recom- 
mend it for use in setting up a new sys- 
tem or revision of an existing one. 

I do not see any particular value in the 
preparation of annual schedules of 
market value of securities, except in the 
case of an Investment Committee review 
at which time it certainly is of great as- 
sistance, and the writer favors compara- 
tive years on the schedule. 

Of course, the demands of the various 
types of bank examiners must be taken 
into consideration in devising any new 
system or adopting any fiduciary plan of 
control. However, the questions in your 
questionnaire have been answered en- 
tirely from a personal point of view, and 
possibly without regard to future require- 
ments of examinations. 


NORTH CAROLINA—Trust Company 

We use a uniform unit control value for 
carrying trust assets on our books and 
controlling them in our vault. 

Our system was adopted in the year 
1930 and has been used most satisfac- 
torily from that date. The unit values 
used are as follows: 
For Bonds 
For Stocks 
For Real Estate 


Par Value 
$1.00 per share 
Assessed valuation 
year of receipt 
For Miscellaneous $1.00 per item 
In our judgment the uniform unit con- 
trol basis is the only practical method for 
handling a large volume of trust assets. 


Every Trust Receives 


the Personal Attention 


of the Senior Executives 


FULTON TRUST 
COMPANY 


OF NEW YORK 


Malin OFFICE Uptown OFFIcE 
149 Broadway 1002 Madison Avenue 


Member: Federal Reserve System and 
Federal Deposit Insurance Corporation 





In the first instance it must be under- 
stood that the figures used in entering 
the items have no significance except that 
they are a control value. If you use a unit 
valuation it makes a perfect control since 
you know at all times how many units you 
have on hand and the units are with- 
drawn from the books and the vault at 
the same uniform value that they are 
originally entered in the books and de- 
posited in the vault. If any other valua- 
tion is used for control purposes it is not 
possible to know from your control values 
the number of units of any particular 
asset that you have on hand and, there- 
fore, your control value is not worthy of 
being called a control value since it is not 
uniform, but represents a cost or inven- 
tory value which in one instance may be 
the same for ten shares as it is for 100 
shares, or for $1,000 par value as it is for 
instance $2,000 par value. 

Where various blocks of the same se- 
curity or asset are purchased from time 
to time at different prices and the cost 
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control value is used, as stated above 
there is no uniform control value per unit 
and it is necessary’ when withdrawing 
from the books and the vault a part of 
said securities to compute the average 
control value per unit before you will 
know what figure to use in withdrawing 
the security. This would necessitate con- 
siderable research and take considerable 
time and since there would be no check 
per unit on such a valuation in all proba- 
bility errors would occur resulting in 
your control value not even being a con- 
trol value basis on cost or inventory. 

Any system used should permit of the 
immediate entering on the books and 
placing under vault control the securities 
received. If cost or inventory values are 
used, in the case of estates this could not 
be done until the securities had been in- 
ventoried and the values approved; in the 
case of a voluntary trust it often takes a 
week or two to appraise the assets re- 
ceived and, in the meantime, the securi- 
ties are either not placed on the books 
but held in suspense, or entered on the 
books at some value to be altered later on 
when the definite values are determined. 
This method is cumbersome, necessitates 
additional work and follow up to see that 
the entries are ultimately made in ac- 
cordance with the adopted system. How- 
ever, if uniform unit control values are 
used there need be no delay; the securi- 
ties are placed on the books immediately 
and brought under vault control, which is 
an actual control since it is a control by 
units at a uniform figure and, therefore, 
each unit must be accounted for. 


OHIO—National Bank 


We believe it is necessary, for proper 
control purposes, that every trust asset 
should have a value on the books of the 
department. The value may be a nominal 
one of $1.00 or such other unit of value as 
the department may set. 

The inventory values should always be 
used in setting up a trust on the books 
of the Trust Department, but when no 
inventory value has been given in the 
appraisal, trust deed or other instruc- 
tions or agreements, then the nominal 
value should be used for each unvalued 
item in the estate. This is necessary for 
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proper bookkeeping control of the items 
in the estate, but such nominal values 
should not be used in making up Court 
reports. 

For a proper book record of the real 
estate turned over to the Trust Depart- 
ment, the value given in the inventory 
or appraisal should be used, but if none 
is given then use the assessed value, but 
if that is not obtainable a nominal value 
of $1.00 or other unit value such as the 
Trust Department may have set, until 
the assessed value is obtained. 

From our point of view, no Trust De- 
partment is properly operated if it does 
not have a general control of all its trust 
assets and liabilities. This opinion is 
based on the writer’s experience of more 
than ten years as an examiner of Trust 
and Banking Departments, and as Audi- 
tor in connection with a Trust Depart- 
ment. The Trust Department that does 
not have such a control should establish 
one. Old uncontrolled systems should be 
revised as soon as possible, picking out a 
slack period between general dividend 
periods to properly revise and set up each 
trust and then the general control. 

An annual or periodic schedule of 
market values of all trust securities is of 
no practical value. It may satisfy the 
curiosity, but really means nothing in the 
operation of the department, but to pre- 
pare such a list for a specific trust is 
sometimes necessary and useful. 


PENNSYLVANIA—National Bank 


Since our Trust Department was or- 
ganized, we have carried on our books 
stocks, bonds and mortgages at their in- 
ventory value, and the real estate at its 
assessed value. This method has been 
satisfactory. As we have had no experi- 
ence with other methods, we do not feel 
qualified to state the advantages or dis- 
advantages of other procedures. We have 
had no difficulty with our control. In pre- 
paring court accounts, we find it is par- 
ticularly advantageous to have the assets 
valued as of the inventory which, after 
all, means practically a restating of our 
ledger account. 

We have not found it necessary to make 
up annual schedules of market value of 
securities. Our accounts are being con- 





TRUST COMPANIES 


tinuously supervised, and the market 
value of the securities is periodically 
recorded in order that the market trend 
may receive due consideration when the 
account is being reviewed. 


PENNSYLVANIA—National Bank 


In our opinion, the most satisfactory 
results are obtained by carrying stocks 
at their par value in the asset account of 
any Trust and, when they have no par 
value, to take the nearest 10 figure to the 
market value. Bonds should be carried at 
their par value, real estate at the assessed 
valuation and the actual inventory value 
for personal property. 

We do not see any value in making up 
annual schedules of market values of 
securities for accounting purposes. We 
are constantly doing this, however, for 
the review of individual accounts. 


PENNSYLVANIA—Trust Company 


It has been our practice in this Com- 
pany to carry bonds, stocks, mortgages, 
at cost or market value as of the date of 
receipt, and real estate at the assessed 
value as of date of receipt or cost if ac- 
quired by purchase or foreclosure. 


Our reasons for this method are: 


1. In Pennsylvania we are required to 
account to the courts on this basis 
and by our method no adjustments 
are necessary at the time of the ac- 
counting. 


. This method also gives the value of 
the account at the time of acquisi- 
tion without additional records. 


On the other hand for purely audit 
and control purposes, $1.00 per thousand 
for Bonds and Mortgages, $1.00 per share 
for Stocks, and $1.00 per parcel for real 
estate, is unquestionably easier to han- 
dle. 

I believe that both methods can easily 
be adopted without any increase in ex- 
‘pense, if the institution uses a punched 
card machine and I shall not be sur- 
prised to learn of companies using both 
methods which will stop all controversy 
as to which is the better. 


1864 


Nothing to Sell 
but Service 


The oldest trust company in Maryland 
—which has always specialized in the 
management of estates exclusively— 
renders the highest possible degree of 


service in every trust capacity. 


Sate Beposit 


(ane Cte Wo... 


Gor BALTIMORE —__) 


Capital $2,000,000 Surplus $4,182,157 


GEORGE C. CUTLER, President 


SOUTH CAROLINA—National Bank 


For the purpose of an Estate, it seems 
to the writer that appraisal values should 
be used for purposes of control so that at 
all times the books would reflect the 
actual value of the Estate and show such 
loss or gain as the market might indicate. 
We have found this very helpful covering 
both stocks, bonds, real estate and per- 
sonal property. It is particularly wise 
with regard to the personal property to 
have some definite valuation so that in 
distribution some basis for value is 
readily obtainable. 

With regard to Trusts and other con- 
tinuing accounts, we have found that 
bonds should certainly be carried at 
appraisal value or the cost to the Trust. 
The question of stocks always presents a 
problem. Ordinarily, we carry stock at 
the cost to us as this will determine the 
actual value of the account. However, in 
some instances where it is impossible to 
determine the cost of either bonds or 
stocks, the bonds are carried at par and 
the stocks at $1.00 per share. Real estate 
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is usually carried at the appraisal cost 
or the costs which may be made up of 
foreclosure costs and the amount really 
involved in the transaction. 

We have found that the plan as sug- 
gested above has been most helpful to us 
and avoided duplication of work in deter- 
mining net gain and loss on the sale of 
securities and other properties. 


TENNESSEE—National Bank 


On estates, securities are carried at 
market value as of the date of death. 
Personal property is carried at appraised 
value as of the date of death. 

On guardianships, trust and agency 
accounts, securities are carried at par; 
real estate at nominal value, and for 
guardianships, personal property is car- 
ried at nominal value. 

Valuing is done by appraisal either by 
brokers for securities or by other person 
in the line in which the several types of 
property fall. 

Securities should be checked for market 
value not less than quarterly. 

We use the Burroughs Bookkeeping 
System and their combined adding ma- 
chine and typewriter. On the reverse of 
these sheets, there are spaces for period- 
ical checking of the values of the prop- 
erty. 

This system was installed by us a year 
or so ago after considerable investigation 
as to what we considered the best trust 
accounting system. It fills our need and 
the national bank examiners also seem 
pleased with it. 


VIRGINIA—National Bank 


I think our views can best be expressed 
by the present system in effect in our 
Department, which is as follows: 

Stocks, bonds, real estate notes, etc., 
are carried at par or face value, with an 
inside column to show the acquired or 
inventory value. 

Real estate is carried at inventory 
value, as is also tangible personal prop- 
erty, accrued income, etc. 

The par or face amount of securities 
is used only for Vault and Ledger con- 
trols, and acquired or inventory values 
being used for investment reviews, state- 
ments to the Court, etc. 
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We consider the control of securities 
and other assets which should be imme- 
diately placed in our vault at par desir- 
able, in view of the fact that they can be 
placed in the Vault under control without 
delay and without making later correc- 
tions in control value, and consequently 
we have adopted this method. 

In reality, we have two controls—a par 
control for vault items, and inventory or 
cost control for purposes of review, etc. 

As to the value in making up annual 
schedules of market value of securities, 
it is the opinion of the writer that this is 
the only true way in which to establish 
the value of the assets carried in the 
Trust Department, as neither the par nor 
the cost or acquired value will convey a 
true status of the value of the securities 
held. 

We do not prepare such an annual 
statement, and doubt its value except for 
statistical information. In making our 
annual reports to the Comptroller of the 
Currency, we use our control figures, 
which are those as above stated. However, 
all of our accounts are reviewed twice 
each year, and such reviews show both 
the cost or inventory value and the 
market value at the time of review. 


VIRGINIA—Trust Company 


We have always used inventory or cost 
values for all trust assets, stocks, bonds, 
real estate, etc. as we have found that 
that information is essential in the ad- 
ministration of our estates and trusts 
and, therefore, we have never thought it 
wise to add any additional nominal values 
for control purposes when the one value 
would suffice. 

We have been using the Burroughs 
system with certain changes and modifi- 
cations which we have made to suit our 
purposes, and we feel that we have ade- 
quate control over the securities in the 
vault and securities in transit and out for 
collection, etc. To accomplish this control 
of securities not in the vault we have had 
to make certain changes in the original 
Burroughs ticket system. 

We do not make it a practice to make 
up annual schedules of market value of 
securities in our estates and trusts for 
submission to the beneficiaries, though, 
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of course, we do have this information for 
our own reviews of the securities. It is 
not one of the prime duties of the Trus- 
tees to enhance the value of estates, and 
we do not make a point of stressing in- 
creases or decreases in the value of trust 
assets to the beneficiaries, but we prefer 
to stress the investment merit of the 
securities instead. 

I have never had any actual experi- 
ence in the use of any control system other 
than the one employed by our Trust De- 
partment. 


WASHINGTON—National Bank 


This office has generally carried trust 
assets at an assumed dollar value. In 
trusts under will, we usually open the 
accounts on the values set up by ap- 
praisals in probate. In non-testamentary 
trusts, we usually accept values supplied 
by the trustors. Unless there is specific 
reason for revaluation, the original fig- 
ures are usually continued indefinitely. 
We like the system primarily because it 


in New York State 


With nearly three-quarters of a cen- 
tury of continuous fiduciary experi- 
ence in New York State, we are glad 
to extend to banks and trust com- 
panies in other states full co-opera- 
tion in the handling of estate and 
trust problems of their clients re- 
quiring special attention in thisstate. 


Nothing To 
Sell But Service 


27 Offices in 
Greater New York 


Member Federal Deposit Insurance Corporation 


One of the oldest Trust Companies in the United States 


reflects automatically any changes in 
value of corpus as a result of liquidations 
or realizations. 

Fees here are based on corpus. This 
requires periodic memoranda appraisals 
for fixing fees, but that does not affect 
our ledger values. 

We have no opinion as to the merits of 
our system as compared with other 
methods, for we never tried any other. 


WASHINGTON—National Bank 


In all instances where it is necessary 
to do income tax accounting in connection 
with a trust, we are strongly in favor of 
carrying the assets upon the income tax 
basis for determining gain or loss. As a 
usual thing such basis is cost to the trus- 
tor as applied to assets deposited with the 
trustee by the trustor, and cost to the 
trustee in instances when assets are pur- 
chased by the trustee, and appraised 
value in the case of assets received in a 
testamentary trust from the executor. 

The asset record with relation to bonds 
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should also show par value and with rela- 
tion to stock should show par value per 
share and number of.shares. The princi- 
pal reason for the latter is to enable 
auditors, bank examiners and others to 
easily and accurately accomplish a physi- 
cal check of assets on hand. 

As to assets which do not require in- 
come tax accounting, as for instance 
stocks and bonds deposited under a reor- 
ganization plan, we prefer to carry bonds 
at a nominal value of $1 per hundred and 
stocks at $1 per share. Such a system pre- 
vents large periodical additions to total 
trust figures and like deductions from 
such figures. 

We find it quite advantageous in an- 
alyzing the investments in trust accounts, 
which we do at least semiannually, to in- 
dicate the then market value. This infor- 
mation is helpful to the Trust Investment 
committee and is also a matter of inter- 
est to trustors and beneficiaries. 

If none of the methods above outlined 
are applicable in any certain case, we be- 
lieve the asset should be carried upon the 
books at its reasonable value, to be deter- 
mined by the best available method. Per- 
haps the vaulation placed upon the asset 
by taxing authorities may be indicative 
of its value, but if no information can 
thus be obtained, we believe that a proper 
representative of the trustee should give 
a written appraisal of value and the asset 
should be carried at that figure. 


WISCONSIN—National Bank 


In our department we have followed 
the practice, in view of the laws of our 
state, of placing all assets in probate 
accounts including trusts under will on 
our books at the appraised values. This 
we feel to be the preferable method of 
valuing such assets for bookkeeping pur- 
poses because of the fact that we are 
charged with such values by the County 
Court. We have, however, followed the 
method in agency and voluntary trust ac- 
counts of placing these securities on our 
books at the par values for stocks and 
bonds and assessed valuations for real 
estate. We are not entirely satisfied that 
this is the correct method, and as a mat- 
ter of fact are now in the process of 
studying the advantages and disadvan- 
tages of the various methods. 


The Comptroller of the Currency, J. F. T. 
O’Connor, announced, on April 6, comple- 
tion of the liquidation of 15 receiverships 
during March, 1936, making a total of 363 
receiverships finally closed or restored to 
solvency since t!\< so-called banking holiday 
of March, 1933. Total disbursements, in- 
cluding offsets allowed, to depositors and 
other creditors of these 363 institutions, ex- 
clusive of the 42 receiverships restored to 
solvency, aggregated $101,872,410, or an 
average return of 74.91 per cent of total 
liabilities, while unsecured depositors re- 
ceived dividends amounting to an average 
of 59.88 per cent of their claims. 





The Bank’s Responsibility For Its Trust Department 


Legal, Regulatory and Administrative Requirements 


Address by GILBERT T. STEPHENSON 
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ECENT developments in the bank- 
ing field have made the bank’s re- 
sponsibility for its trust department a 
matter of special interest and concern 
to the directors and executive officers of 
banks and trust companies. 

Prior to the adoption of the Statement 
of Principles of Trust Institutions by 
the Executive Committee of the Trust 
Division and by the Executive Council of 
the American Bankers Association in 
April, 1933, the trust departments of 
banks and trust companies were, more or 
less, autonomous organizations for which 
the directors and executive officers felt 
only a general responsibilty. They left 
not only the administration of the trust 
department but also sometimes even the 
fixing of important policies largely to 
the administrative trust officers. 


Examiners’ Report 


After the adoption of the Statement 
of Principles, the Federal Reserve Board, 
the Comptroller of the Currency, and the 
Federal Deposit Insurance Corporation 
collaborated in the formulation of a uni- 
form examiners’ report of the condition 
of trust departments. This form incor- 
porates most of the obligations set forth 
in the Statement of Principles and, in 
addition, contains questions which go to 
show that the examining authorities pro- 
pose from now on to hold directors and 
executive officers strictly accountable for 
the conduct of the trust business in ac- 
cordance with the Statement as well as 
in accordance with the law. Last year the 
Federal Reserve Bank of Minneapolis 
issued an 80-page Handbook for Ex- 
aminers Making Examinations of Trust 
Departments of Member Banks in which 
the examiners are given specific instruc- 


tions about the examination of trust de- 
partments. 


Legal Responsibility of Bank Directors 


Following the adoption of the new 
form of examiners’ report, the Comp- 
troller of the Currency in October, 1935, 
issued a revised edition of Duties and 
Liabilities of Directors of National 
Banks which sets forth the legal respon- 
sibility of bank directors, including their 
responsibility for the trust department. 
Also, some of the state banking depart- 
ments have issued similar publications 
based upon state statutes and decisions. 
For instance, in 1935, the Commission for 
Financial Institutions of the State of 
Indiana issued a pamphlet on Duties and 
Responsibilities of Directors of State 
Banks and Trust Companies. 

Thus, step by step, during the past 
three years, the bank’s responsibility for 
its trust department has been in process 
of clarification and crystallization. The 
objectives of the examining authorities 
are, first, to direct the attention of bank 
officers and directors to their responsi- 
bility with respect to the trust depart- 
ment and, second, to serve notice on them 
that they will be held accountable for the 
full discharge of that responsibility. 


Two Sets of Responsibilities 


In the United States, trust service is 
recognized as a branch of banking. The 
association between banking and trust 
business is accepted by bankers, by trust 
men, and by the public. So far every sug- 
gestion of separating banking and trust 
business has met with the active opposi- 
tion of both bankers and trust men. 
Banking and trust business are married 
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to each other. Already the union has en- 
dured fully 100 years. To be sure, this 
is long enough to prove the compatibility 
of the two. Banking and trust business 
evidently have taken each other for bet- 
ter or for worse. 

Associated with this subject and in- 
escapable from it is that of the bank’s 
responsibility to its trust department. 
The bank’s responsibility for its trust 
department means its responsibility to 
third parties — principally to creditors 
and to beneficiaries. The bank’s responsi- 
bility to its trust department means its 
responsibility to those charged with the 
conduct of its trust business to enable 
them to conduct it in a manner satisfac- 
tory to the bank, to its trust customers, 
and to the public. The bank cannot con- 
tinue for long to discharge its responsi- 
bility for its trust department unless it 
also discharges its responsibility to its 
trust department. 

The sources to which one must go for 
guidance as to the bank’s responsibility 
for its trust department are (1) the law 
of trusts, (2) the governmental regula- 
tion of trust business, and (3) the State- 
ment of Principles of Trust Institutions. 


Legal Obligations 


The best statement of the bank’s legal 
responsibility for its trust department is 
to be found in the Restatement of the 
Law of Trusts by the American Law In- 
stitute under the topic, Duties of the 
Trustee (secs. 169-86). The duties of a 
trustee are grouped under 17 heads. Let 
me merely enumerate these duties with- 
out stopping to discuss any of them. 

The bank is responsible for seeing that 
its trust department administers the 
trust, once it has been accepted by the 
bank; administers the trust solely in the 
interest of the beneficiary, dealing fairly 
with him and communicating to him all 
material facts about the trust that the 
bank knows or should know; does not 
delegate to others the doing of acts which 
the bank itself can reasonably be re- 
quired to perform; keeps and renders 
clear and accurate accounts; furnishes 
complete and accurate information about 
the trust property and permits reason- 
able inspections and audits; exercises all 
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the care and skill that the bank has even 
though it be more than that of a man of 
ordinary prudence; takes and keeps con- 
trol of the trust property; uses reason- 
able care and skill to preserve the trust 
property; takes reasonable steps to 
realize on claims held in trust; defends 
actions brought against the trust estate; 
keeps the trust property separate from 
the bank’s property and from that of 
other trusts; uses reasonable care in 
selecting a depository bank for trust 
funds, earmarks the trust deposit, does 
not leave the money on deposit too long, 
and does not enter into any agreement 
with the depository that might prevent 
immediate withdrawal; uses reasonable 
care and skill to make the trust property 
productive; pays income to the bene- 
ficiary as provided in the trust instru- 
ment or at reasonable intervals; deals 
impartially between or among the bene- 
ficiaries; cooperates with co-trustees so 
as to prevent breaches of trust; and acts 
in accordance with the instructions of 
anyone—settlor, beneficiary or other ad- 
viser—who is authorized to give the 
trustee instructions. 

The foregoing list of duties relates 
only to trusteeships proper. A corre- 
sponding list might be made up of the 
bank’s duties as executor, as administra- 
tor, aS guardian, and as agent. This list 
of the duties of the bank as trustee suf- 
fices to show the scope of its legal re- 
sponsibilities for its trust department. 


Regulatory Policies 


The bank’s responsibility for its trust 
department, imposed by the examining 
authorities, is indicated by the following 
questions in the examiners’ report: Does 
the trust department transact any busi- 
ness which should properly be transacted 
in other departments of the bank? Has 
the institution established a separate 
trust department under management of 
officer or officers designated by, and 
whose duties are prescribed by, the board 
of directors? Does the trust department 
keep a separate and distinct set of books 
and records of all fiduciary matters, both 
individual and corporate, and are such 
records adequate and so kept as to per- 
mit a thorough and satisfactory exami- 
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nation? Are securities held in trust kept 
separate and distinct from securities 
owned by the bank, and are such securi- 
ties properly segregated for the various 
trusts to which they belong? Do minutes 
of board of directors or trust committee 
record acceptance of all trusts taken by 
the bank? Is written report of all trusts 
closed out made to and recorded in min- 
utes of the board of directors of trust 
committee? Are all purchases and sales 
of trust investments and other matters 
of importance authorized or approved by 
the directors or a committee of same 
especially designated for that purpose? 
Describe the procedure in effect for 
periodically appraising and reviewing 
trust assets for the purpose of determin- 
ing their current value and whether or 
not they should be retained. Do trust in- 
vestments include any loans to any direc- 
tors, officers, or employees of the institu- 
tion? Are trust funds invested in 
concerns in which directors, officers, or 
employees are interested? Has the trust 
department purchased for investment of 
trust funds any securities issued or guar- 
anteed by an affiliated interest or in the 
distribution of which the bank or any 
affiliated interest has participated? Has 
the trust department, in any case, pur- 
chased from any other department or 
affliated interest any investment for 
trust funds? How often are audits or ex- 
aminations of the trust department made 
by or for the directors? Are negotiable 
assets safeguarded by being placed in 
the joint custody of at least two bonded 
officers or other employees designated by 
the directors? 


For satisfactory answers to the fore- 
going questions the examiners look first 
to the executive officers and then to the 
board of directors of the bank. In addi- 
tion to these general or institutional 
questions, there are numerous depart- 
mental questions for satisfactory answers 
to which the examiners look to the trust 
officers. The bank is responsible for see- 
ing that its directors, its executive of- 
ficers, and its trust officers give satisfac- 
tory answers to all questions asked of 
them respectively. 

The extreme penalty imposed by the 
examining authorities for the bank’s 
failure to comply with these regulations 
is the withdrawal of the license to en- 
gage in trust business. A self-respecting 
bank, without waiting for the imposition 
of any penalty, will not permit itself 
long to remain under the censure of the 
Comptroller of the Currency, or the 
Board of Governors of the Federal Re- 
serve System, or the Federal Deposit In- 
surance Corporation or the State ex- 
amining authorities because of the way 
it is conducting its trust business. 


Ethical Obligations 


The ethical responsibility of the bank 
for its trust department is set forth in 
the Statement of Principles of Trust In- 
stitutions, which antedated the NRA and 
the Bankers Code. Though later it was 
incorporated in the Bankers Code, it 
survived both the NRA and the Code. 
The Statement still survives in full 
vigor, and the obligations it imposes 
upon banks are as binding ethically as 
ever they were. 
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The Statement is not a new doctrine 
conceived by theorists and imposed in- 
voluntarily upon trust institutions. In- 
stead, it is only a combination, arrange- 
ment and codification of principles of 
trust law, trust administration, and 
trust relationships generally acknowl- 
edged and voluntarily accepted by trust 
men and bankers. In fact, most of the 
points covered by the Statement of 
Principles are covered also by the law 
and by the regulations. The banker who 
has any responsibility for a trust depart- 
ment should by all means not only know 
what the Statement of Principles says 
but also should understand what it 
means. An accepted commentary upon 
the Statement of Principles is contained 
in Volume II, of Trust Business—text- 
book of the American Institute of Bank- 
ing. 

Since the bank is responsible for the 
way it conducts its trust department, it 
follows that it is responsible also to those 
in charge of its trust department to en- 
able them to conduct the trust business 
properly. 


Changing Emphasis Upon Responsibility to 
Trust Department 

I have reread all the addresses by 
bankers and trust men to national and 
regional trust conferences on the bank’s 
responsibility with respect to its trust 
department, from Robert F. Maddox’s 
address on What the Bank Executive 
Owes to His Trust Department, at the 
First Southern Trust Conference in 1923, 
to Tom K. Smith’s address on Trust De- 
partment Policies as Seen by the Bank 
President, at the annual meeting of the 
Trust Division in 1934. What impressed 
me is the different points selected by 
these bankers and trust men for special 
emphasis. Naturally each man empha- 
sized the points that were uppermost in 
his mind at the time. For example, An- 
drew Price, in his address in 1932 on 
The Trust Department from a Bank 
President’s Viewpoint, emphasized the 
responsibilities of directors for the trust 
department, the need for the formulation 
of long-range, adequate policies and 
plans, the qualifications of a trust officer, 
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the dangers of accepting undesirable or 
questionable business, and the trust de- 
partment’s operating expenses. In 1933 
Howard O. Edmonds built his entire ad- 
dress to the Mid-Winter Trust Confer- 
ence of that year around the creation 
and training of a proper succession of 
personnel for the trust department so as 
to assure continuity of policy and serv- 
ice. The next year Tom K. Smith 
emphasized the importance of a carefully 
selected trust committee, adequate com- 
pensation, and the maintenance of good 
public relations. 


Placing Trust Business on a Paying Basis 


I would not minimize in the least the 
importance of a single point that these 
men made. Every point is essential to the 
best trust service. But now, exercising 
my prerogative as they did theirs to 
speak out on what is uppermost in my 
mind, I think that the keystone of the 
arch of the bank’s present responsibility 
for its trust department, without which 
the other stones will not stand long, is its 
responsibility to put and keep the trust 
business on a paying basis. As I empha- 
size the bread-and-butter side of trust 
business from now on, please understand 
that I do not mean to overlook or under- 
estimate the economic, social or ethical 
aspects of trust service. 

Is trust business on a paying basis 
now? John Driscoll of Driscoll, Millet & 
Company, has stated repeatedly—no 
longer ago than the Mid-Winter Trust 
Conference in February—and has pub- 
lished widely, the statement that of the 
300 banks and trust companies his com- 
pany has cost-analyzed, only one trust 
department in twelve is on a paying 
basis and that of those on a paying basis 
only one in three is showing more than 
a nominal profit. If these 300 trust de- 
partments are a true cross-section of the 
2,853 in the United States, the situation 
in the twelve Southern States repre- 
sented in this conference must be about 
as follows: Out of the 399 banks and 
trust companies with trust departments 
in the Southern States, only 33 trust de- 
partments are on a paying basis, while 
366 are on a losing basis. Of the 33 on 
a paying basis only 11 are showing a 
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substantial profit and 22 are showing 
only a nominal profit. In giving these 
figures I must remind you that many of 
these cost-analyses are being made at a 
time when the operating expenses of 
trust departments, on account of serv- 
icing mortgages and other investments, 
are far above normal and when trust 
commissions, which in the East still are 
based upon income, are below normal be- 
cause of the lower income-yield on in- 
vestments. Do you realize that, where the 
commissions are based upon income, a 
drop in average income-yield from 5 per 
cent to 4 per cent represents a drop of 
20 per cent in annual commissions from 
trusteeships, guardianships, and agencies 
which commissions constitute the only 
recurring and calculable income of most 
trust departments? A recent study of a 
group of bonds of 21 different corpora- 
tions totaling $5,000,000 face value which 
have been refunded recently shows that 
the average interest rate has been re- 
duced from 5.13 per cent to 3.78 per cent 
which means that the trustee’s commis- 
sions on income have been reduced 26 
per cent. Also, the suggestion has been 
made that perhaps most of these 300 
banks and trust companies would not 
have had their trust departments cost- 
analyzed at all if they had not thought 
they were losing money and that, there- 
fore, these 300 may not be a true cross- 
section of the 2,853 trust departments in 
the United States. After thus making 
due allowance for the abnormal economic 
conditions generally under which cost- 
analyses of trust departments are being 
made and of the abnormal conditions 
obtaining in some of the trust depart- 
ments that have been cost-analyzed, we 
still have abundant evidence that many— 
far too many—trust departments in the 
United States are being operated at a 
loss. 

If trust business is not put and kept 
upon a paying basis, the following things 
may be expected to happen: The right 
kind of young men and women will not 
be attracted to or held in trust service. 
The quality of the administrative. and 
operative personnel and the equipment 
of the trust departments will not be kept 
up to standard. The quality of trust serv- 


“The Telephone 


belongs to Main Street” 
— Walter S. Gifford 


The American Telephone and 
Telegraph Company, which has 
supplied the greater part of the 
new capital to build the Bell 
System, is owned by men and 
women in every state of the 
Union. Nobody owns as much 
as 1% of the stock. The average 
holding is 28 shares. So, from 
the standpoint of ownership, as 
well as service, the telephone is 
of, by, and for the people. 


Bell Telephone 
System 
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ice and the reputation of trust institu- 
tions—banking as well as trust depart- 
ments—will suffer. Trust departments 
will be closed either by voluntary action 
of the banks or by order of the supervis- 
ing authorities. Increasing areas of our 
country and increasing numbers of our 
people will be without adequate trust 
service. The remaining trust institutions, 
instead of profiting by the reduction in 
competition, will suffer from the loss of 
momentum of trust service by banks and 
trust companies throughout the nation. 

I do not anticipate that those things 
will happen, for I expect to see trust 
business put and kept on a paying basis. 
At the same time the picture is none too 
realistic for those banks that do not 
bestir themselves to put their trust busi- 
ness on a paying basis. 


Analysis and Correction of Profit Status 


Is Your Trust Department on a Pay- 
ing Basis? Do you really know whether 
your trust department is or is not on a 
paying basis? Have you ever made or 
have you ever seen a cost-analysis of 
your trust department? Have you set up 
on one side the gross income and on the 
other side the expenses of your trust de- 
partment, and then have you faced the 
fact shown by the figures? You yourself 
can make this kind of cost-analysis of 
your trust department simply by using 
the formula recommended by the Com- 
mittee on Costs and Charges of the Trust 
Division which formula is available to 
any bank. 

If you have made such an analysis, 
does it show that your trust department 
is on a paying basis year after year or 
that it is on a paying basis only the 
years it settles one or more large estates? 
This is not by any means an aimless in- 
quiry. Recently I have examined the 
earnings and expenses of a trust depart- 
ment over a period of 16 consecutive 
years, 1920-36. The record shows that 
the department has made a profit 10 out 
of the 16 years but that only one of 
these 10 good years would the depart- 
ment have made a profit had it not been 
for its estate commissions. Can it be 
said that a trust department is on a 
paying basis which is dependent so 
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largely upon uncertain and unpredictable 
estate commissions? 

If your trust department is not on a 
paying basis, there must be a reason. 
What is it? Is most of the wealth of your 
trade area in the form of land, livestock, 
and tangible personal property, which 
kinds of property do not lend themselves 
readily to trust administration? Are the 
people of your trade area trust-minded 
or will-minded? Do they still lack infor- 
mation about trust services? Are there 
too many trust departments in your trade 
area and is the available trust business 
too widely distributed among them? 
Come to your own bank. Are your direc- 
tors especially interested in the trust de- 
partment or do they regard it as a sort 
of appendage to the bank? Do your gen- 
eral officers regard your trust depart- 
ment as a side issue run primarily for 
the accommodation of bank customers? 
Have you adequately magnified your 
trust department in the public eye? Come 
direct to your trust department. Have 
your trust department policies been dom- 
inated by your general officers and has 
your trust officer been merély an adminis- 
trative officer? Is your trust officer, even 
though given a free hand, sales-minded 
or alert for new business? Does he have 
the qualifications of a trust man? 

The answer to any of these questions 
may tell why your trust business is not 
on a paying basis. It is not fair to assess 
the blame until you have diagnosed the 
case competently and conscientiously. 


What Can Be Done About an Unprofitable 
Trust Department? 

The bank that is anxious about the 
earnings of its trust department—and 
what bank is not?—may and, I think, 
should take the following steps: 

First of all, it should make a cost- 
analysis of its trust department. Then 
it should make a study of the trade area 
of the bank or trust company to find if 
the cause of the unprofitableness is out- 
side the trust department. 

If such a study reveals that the cause 
of unprofitableness is outside the trust 
department and is beyond the control of 
the bank and that it cannot be remedied, 
then the bank should proceed courage- 
ously and in an orderly way to get out 
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of the trust business. In many trade 
areas, in which there is enough available 
trust business to justify only one trust 
department and in which several banks 
and trust companies each have trust de- 
partments—all or most of them on a 
losing basis—all the banks and trust 
companies in the trade area might well 
consider getting together, forming a 
trust company, soliciting their trust cus- 
tomers to transfer their trust business 
to the new company, and holding stock 
in the company on some proportionate 
basis. This, however, is only one of sev- 
eral suggested ways of getting out of the 
trust business properly and at the same 
time not leaving the bank’s customers 
without adequate trust service. 

If such a study shows that the trouble 
is inside the trust department and that 
it can be remedied, then the only thing 
to do is courageously to take the steps 
necessary to put the trust department on 
a paying basis. 

If, for instance, the operating ex- 
penses are disproportionately high, the 
bank should take steps to reduce them. 
Money may have been wasted on un- 
necessarily expensive trust advertising. 
Money may have been wasted on inept 
trust representatives bringing in un- 
profitable and undesirable business. In 
some instances small trust departments 
would better have got along a while longer 
with old-fashioned, simple, inexpensive 
ways than to have installed expensive 
mechanical devices. Operating costs in 
small trust departments have been in- 
creased unnecessarily by adopting formal 
routine methods of operation designed 
primarily for large trust departments. I 
have heard of cases in which the bank 
housed its trust department in unneces- 
sarily expensive ground-floor space or in 
unnecessarily elaborate and _ spacious 
quarters upstairs and charged full rent 
for the space because it had the space 
on its hands and by renting it to the 
trust department could reduce the oper- 
ating loss on its bank building. In face 
of the present unprofitableness of trust 
business, it is time to apply common- 
sense to the operating costs of trust de- 
partments. A one-horse farmer does not 
need a tractor or a truck. Let him take 
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on this expensive equipment only as the 
demands and earnings of his farming 
operations justify tractors and trucks. 
Let the same principle apply in the trust 
field. 


Relationship with Commercial Department 
and Other Trust Departments 


If such a study shows that, while the 
expenses are normal, the gross earnings 
are disproportionately low compared with 
the earnings of trust departments that 
are on a paying basis, the bank should 
institute an inquiry into the cause. In 
finding the cause of low gross earnings, 
answers to such questions as these are 
helpful: Are the trust institutions of 
your trade area operating under uniform 
schedules of fees? Are other trust de- 
partments cutting fees and forcing you 
to meet this kind of competition or lose 
business? Is your trust department cut- 
ting fees? Is your banking department 
morally compelling your trust depart- 
ment—that is, putting it into a position 
where it cannot decline the business 
without appearing to be at loggerheads 
with the banking department and dis- 
loyal to the bank—to accept the trust 
business of bank customers at cut rates 
or for nothing, in consideration of profit- 
able banking connections? 

At the Mid-Winter Trust Conference 
of 1929 at which the subject of the bank’s 
responsibility to its trust department 
was discussed, Arthur W. Loasby said: 
“There is ...a tendency on the part of 
many companies in their zeal for busi- 
ness or to please some director or large 
customer to indulge in the pernicious 
practice of cutting rates. It goes without 
saying that such a practice demoralizes 
the whole situation, and I think I may 
safely say that generally it is not the 
trust officers who are at fault. These 
officers directly in charge of the trust 
work realize the importance of maintain- 
ing fees and refraining from ruinous 
competition with other companies for 
trust business. The fault is more apt to 
be that of the executive officers who have 
acquired the habit of looking at the 
trust department as of comparatively 
little importance in comparison with the 
general business of the bank and conse- 
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quently feel that it can be used to assist 
other departments to obtain or retain 
business even at the expense of reduced 
revenue for the trust department. The 
great growth of trust business in recent 
years, however ... should lead the execu- 
tive heads of a bank or trust company 
to adopt the policy of maintaining the 
standard basis of charges for all trust 
work which have been adopted after full 
discussion by all competing companies, 
and these standard charges should not be 
altered or reduced under any considera- 
tion of favoritism or the desire of officers 
to make a showing of a large volume of 
business. Unless standard rates are main- 
tained by all, all will sooner or later be 
forced by competition to do business on 
a lower scale with consequent loss of 
revenue to all. The net result is that if 
rates are reduced, a great deal of busi- 
ness will be done at a loss, and the more 
business accepted the greater the loss 
will be.” 


Fee Reduction from Provisions of Trust 
Instruments 


Is your trust department morally com- 
pelled by your officers or directors or by 
attorneys to accept co-executorships and 
co-trusteeships involving a split of com- 
missions two or three ways, so that your 
trust department finds itself obliged to 
settle estates or administer trusts for 
one-half or one-third the normal com- 
missions? Do your officers and directors 
expect your trust department to settle 
their estates at reduced fees or for noth- 
ing out of consideration for their official 
connection with your bank? Do they 
name members of their family co-execu- 
tors and co-trustees with your bank in 
order to split the commissions and thus 
set a precedent which others follow? In 
the past has your trust department made 
contracts to settle estates or administer 
trusts in the future for a stated amount 
or a stated percentage which has proved 
since to be grossly inadequate? Conse- 
quently, is your trust department now 
suffering loss from the handling of such 
estates and trusts? Need I inquire, are 
you still making such contracts? I know 
one Southern trust department which 
says that it has a number of estates left 
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in trust under wills that provide that the 
trust company as executor-trustee shall 
not receive any commissions on principal 
until the termination of the trust under 
will. Think of settling an estate today in 
which you will not receive any commis- 
sions on principal until the termination 
of the trusts and the final distribution 
of the estate perhaps 50 years hence! Yet 
that is the very situation in which this 
trust department now finds itself. 


The Ultimate Responsibility 


Out of this maze of perplexing and 
baffling questions we come to the final 
one. Where, after all—upon whom, not 
upon what—does the ultimate responsi- 
bility of the bank for its trust depart- 
ment rest? The answer is that it rests 
upon the bank’s directors and executive 
officers. 

In most of the smaller and even in 
some of the medium size and larger 
banks and trust companies the executive 
officers are bankers and the trust men 
are administrative officers. Wherever this 
form of organization prevails, responsi- 
bility for the trust department, at least 
so far as the public is concerned, rests 
upon bankers fully as much as it rests 
upon trust men. 

Furthermore, this responsibility is 
personal. In the final analysis, responsi- 
bility always is personal. While creditors 
and beneficiaries may hold the bank as 
a corporation answerable in money dam- 
ages for breaches of contract or breaches 
of trust; stockholders, creditors, benefi- 
ciaries and the public, passing over the 
corporation as an artificial person, reso- 
lutely hold directors and executive offi- 
cers, no less than trust men, morally 
responsible for the proper conduct of 
trust business. 


The New York State Banking Depart- 
ment has announced its sponsorship of a 
bill before the State Legislature providing 
for synchronization of its calls for state- 
ments of condition with those made by fed- 
eral authorities. 

This would be accomplished by amending 
the present law, which provides for quarter- 
ly reports, so that calls could be made four 
times a year. 
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FEEL that the line of demarcation be- 

tween a banking official and a trust 
official has at times been somewhat over- 
drawn. After all, it must be conceded that 
we both occupy the same habitat, breathe 
the air of the same offices, serve the same 
stockholders, and, in a large measure, deal 
with the same cross-section of the general 
public,—in short, that we are working for 
the same cause and have the same inter- 
ests at stake. For present purposes, how- 
ever, I shall continue to recognize two 
different types of the species “banker.” 

I recall vividly how deeply shocked I 
was many years ago when told by an older 
trust official that in his early days, his 
trust department was affectionately known 
as “the dump,” to which was consigned 
practically anything that no other depart- 
ment cared to handle. In that unhappy 
era, the trust department was often the 
bank’s step-child, to be seen and not 
heard, and counted upon to run errands 
and do chores for papa-bank’s customers, 
from whom tips were not always to be ex- 
pected or received. It was not unusual for a 
valued customer to name his own fee for 
trust services, or to obtain such services 
gratis if he were sufficiently influential and 
hard-boiled. However, reversing the pic- 
ture, it does not seem to have been at all 
contemporaneously customary for the bank 
to make loans to the trust department cus- 
tomers without asking for any interest 
thereon. 


Regulation of Trust Institutions 


While there still exist some reverbera- 
tions and repercussions from these old 
practices, they are definitely on the wane. 
The support now being generally accorded 
their trust departments by banking execu- 
tives is a source of deep gratification to all 
trust men. This fortunate and unquestion- 
ably profitable development has been of 
late greatly stimulated by the adoption 
by the Trust Division of the American 


Bankers Association of “A Statement of 
Principles of Trust Institutions.” ***Itisa 
part of the Clearing House Rules in certain 
cities, and is now being used by the Fed- 
eral Reserve bank examiners as a basis for 
their examinations of trust departments. 

A revision of the Board’s regulations 
governing the exercise of trust powers by 
national banks is now being prepared. As 
for state-chartered trust institutions, three 
standard conditions have been prescribed 
for such banks as wish to exercise trust 
powers. These conditions are laid down in 
an entirely new sub-section to Regulation 
H, effective January 1, 1936, which super- 
sedes the former Regulation H of 1930. 
While this new Regulation applies only to 
state banking institutions which are seek- 
ing admission to the Federal Reserve Sys- 
tem, it is nevertheless indicative of the 
present policies of the Federal Reserve 
Board. * * * 


Investment Restrictions 


The first condition is as follows:— 
“Such bank shall not invest funds held 
by it as fiduciary in obligations of or 
property acquired from the bank or its 
directors, officers, employees, members 
of their families, or their interests, or in 
obligations of or property acquired from 
affiliates of the bank.” Strictly inter- 
preted, this condition sounds very severe, 
and much more drastic than the some- 
what. analogous provision in the Trust 
Division’s “Statement of Principles,” 
which reads as follows:—‘“It is a funda- 
mental principle that a trustee should 
not have any personal financial interest, 
direct or indirect, in the trust investments, 
bought for or sold to the trusts of which 
it is trustee, and that it should not pur- 
chase for itself any securities or other prop- 
erty from any of its trusts. Accordingly, 
it follows that a trust institution should 
not buy for or sell to its estates or trusts 
any securities or other property in which 
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it, or its affiliates, has any personal finan- 
cial interest, and should not purchase for 
itself, or its affiliate, any securities or 
other property from its estates or trusts.” 
While Regulation H seems to go much 
further than the provision just quoted 
from the “Statement of Principles,” in 
that the Regulation prevents the bank’s 
purchasing investments from its officers 
and directors, “or their interests,’ never- 
theless it has been authoritatively stated 
that the Regulation does not preclude 
investments in corporations remotely con- 
nected with the bank’s officers and direct- 
ors, provided that the interest of the 
bank’s officers and directors in said cor- 
porations is not such as might affect the 
exercise of the trust institution’s best 
judgment in the investing of trust funds. 

We now come to the second condition 
prescribed by the new Regulation H. 
This reads as follows:—‘‘Such bank shall 
not invest funds held by the bank as fidu- 
ciary in participations in pools of mort- 
gage bonds or other securities, and the 
securities and investments of each trust 
shall be kept separate from those of all 
other trusts and separate also from the 
properties of the bank itself.’”’ The latter 
part of this provision is almost identical 
with the following clause in the Trust 
Division’s “Statement of Principles’’:— 
“The properties of each trust should be 
kept separate from those of all other 
trusts and separate also from the proper- 
ties of the trust institution itself.’”’” When 
we come, however, to the matter of in- 
vestments in participations in pools, the 
Trust Division has for several years been 
attempting to work out some feasible 
plan by which securities can be placed in 
an investment pool, resembling somewhat 
an investment trust, and certificates of 
participation in such a pool issued to the 
various trust estates in the bank’s care, 
in order to give greater investment diver- 
sification to smaller estates. However, 
serious questions of administration, taxa- 
tion and state law have presented them- 
selves, and a special committee of the 
Trust Division is making a thorough 
study of the entire problem. The Board of 
Governors of the Federal Reserve System 
is sympathetic to the idea, but is concerned 
with how to keep the funds fully invested 
and how to turn the investments into 
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cash, when that becomes necessary, with- 
out having the trustee own a participation 
in the pool or buy from or sell to the pool. 
As to cash. balances to the credit of cer- 
tain trust estates, when such balances are 
too small to be invested separately to 
advantage, the Federal Reserve Board 
has specifically stated that it will not 
object to the collective investment of such 
funds provided the bank owns no par- 
ticipation in the securities in which such 
collective investments are made and has 
no interest in them except as trustee or 
other fiduciary, and provided further that 
such collective investment is not pro- 
hibited. by State law or the instrument 
creating the trust. 

We now come to the third and last 
condition laid down by the Federal Re- 
serve Board in Regulation H, as follows:— 
“Tf funds held by such bank as fiduciary 
are deposited in its commercial or savings 
department or otherwise used in the con- 
duct of its business, it shall deposit with 
its trust department security in the same 
manner and to the same extent as is 
required of national banks exercising 
fiduciary powers.”’ Some of our state laws 
require the bank to thus secure trust 
funds deposited in its own banking de- 
partment, while other states have pro- 
vided by statute that such deposits are 
a preferred claim against the bank in case 
of liquidation or insolvency. The Federal 
Reserve Board has ruled that, where trust 
funds are thus fully protected by a statu- 
tory preference in all of the assets of the 
bank over its general creditors, the Board 
may waive compliance with its require- 
ment that trust deposits be secured by 
the banking department. However, if 
compliance be waived in any case, the 
Board expressly reserves the right to 
require compliance with the condition if, 
at any time, it feels that such trust funds 
are not adequately protected. 


Assuring High Standards of Performance 


I think that you will all agree that these 
new conditions imposed upon banks desir- 
ing to enter the Federal Reserve System 
and to exercise trust functions are not 
only important of themselves, but are 
indicative of the increasing amount of 
interest which the Federal Reserve Board 
is exhibiting in seeing that trust depart- 
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ments are operated in accordance with 
the highest of standards and in a manner 
that will best protect the public. More- 
over, there is every reason to believe that 
more rather than less attention will be 
devoted to this subject by the Federal 
Reserve Board, so both banking execu- 
tives and trust officials should sit up and 
take notice. I do not intend to intimate 
that we are approaching a condition that 
is undesirable. On the other hand, trust 
business is built upon public confidence, 
and the more safeguards thrown about 
it, the better. The system of examination 
of trust departments which is now being 
developed by the Federal Reserve Board 
merits our earnest support. Each Federal 
Reserve Bank has appointed an examiner 
especially qualified to make proper exami- 
nation of trust departments. These ex- 
aminers have a conference in Washington 
each year, the purpose of which is to 
afford an opportunity for the interchange 
of ideas and to develop better methods 
and greater uniformity in the examina- 
tion of trust departments. Moreover, the 
examiners are being very carefully trained, 
with the result that they are in a position 
to give really constructive advice regard- 
ing the management of trust departments. 
In short, the Federal Reserve Board is co- 
operating to the fullest extent in making 
our own “Statement of Principles of 
Trust Institutions” a living thing and a 
vital force in the development of trust 
business along proper and constructive 
lines. If you have any trust problems in 
your own bank, I am sure that you will 
receive helpful assistance if you will take 
them to the Federal Reserve Agent of 
your district. 

In the case of national banks, you are 
doubtless aware that the power of the 
Federal Reserve Board with regard to the 
exercise of trust functions is much broader. 
When a national bank desires authority 
to engage in fiduciary activities, a careful 
investigation is made as to whether the 
bank is in a position to provide a proper 
administration of such business. This in- 
vestigation covers not only the character 
and size of the community, for the pur- 
pose of determining whether or not a 
sufficient volume of trust business is avail- 
able to permit of profitable operations, 
but the character of the bank’s manage- 
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ment and the experience and competency 
of the trust personnel receive the most 
careful consideration. Banking officials 
should always bear in mind that the trust 
business is of a highly technical nature . 
and that its proper handling requires the 
services of men who are well versed in the 
fields of law, investment, accounting and 
taxation. I do not mean that each trust 
official should be so blessed as to have a 
thorough knowledge of all of these sub- 
jects, but there should be men in every 
trust department from whom reliable in- 
formation of these various types is readily 
obtainable. .The banking department may 
lose money because of mistakes of judg- 
ment, but a trust department may cost 
the bank plenty through errors due solely 
to a lack of technical knowledge and 
skill. * * * 

If a bank is not in a position to obtain 
and maintain a skilled trust personnel, 
that bank should retire from the fiduciary 
field, not only because it is to the bank’s 
selfish interest to avoid criticism, but also 
because mistakes and errors due to ignor- 
ance will reflect unfavorably upon the 
banking and trust business generally in 
that locality. There is no longer any rea- 
son why a bank cannot have at its com- 
mand men who know the technical side 
of the trust business. Extension courses 
are now available at many of our urban 
universities, and of still greater importance 
is the opportunity afforded by the estab- 
lishment at Rutgers University of a 
Graduate School of Banking. * * * 


Bank Officers’ Opportunity 


However, no matter how well-trained 
its personnel may be, no trust department 
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can succeed without the active and whole- 
hearted support of the banking officers. 
* * * 

Any experienced new business man will 
tell you that the best prospects for the 
trust department are to be found amongst 
the customers of the banking department. 
Here the contact has already been made, 
the necessary confidence engendered, a 
friendly relationship established. Here is 
a field for cultivation right at your front 
door—to permit it to lie fallow is just as 
unreasonable as to neglect the opportu- 
nity of making sound and profitable loans. 

We cannot expect the outside public to 
take any keen interest in our trust depart- 
ment if our own officers and directors pay 
it scant attention. It is of primary im- 
portance that the officers and directors 
name their own bank to administer their 
estates under their wills. Think what it 
means to a trust department to have it 
announced in the press that a deceased 
official’s will showed that he looked out- 
side the bank when he came to naming 
someone to handle his estate upon death! 
The man on the street may well arch 
his eyebrows and ask:—‘‘Why was I ever 
asked to repose in his bank a confidence 
which he himself seemingly lacked?’ 
Such a question is difficult to answer, and 
may cause a trust department the loss of 
considerable prestige. 


Without the united support and co- 
operation of the bank’s officers and 
directors, the ultimate success of a trust 
department is a matter of grave doubt. 
In the origination of new trust business 
of a profitable character, the business and 
social contacts of those who head the 
bank, their reputation in the community 
and their broad acquaintanceship, are 
factors of inestimable benefit if brought 
into full play. If the business can but be 
steered into the trust department—always 
provided that the department is properly 
equipped and manned—it is time and 
trouble well invested, for satisfied trust 
customers, both corporate and individual, 
become themselves the most excellent of 
publicity agents and valuable unpaid 
solicitors for additional business. Banking 
officials who do not help to keep the wheels 
turning should not be surprised if the 
trust department seems to stall. The trust 
department is not a thing apart, and it 
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once included in the bank’s machinery, 
must be kept in active operation and not 
permitted to rust. In the words of a 
prominent banker, himself the president 
of a large bank on the Pacific Coast:—“‘Un- 
less the trust business can be ranked in an 
important position in a bank’s activities, 
it should not be undertaken or continued. 
If the president has no time for the trust 
department, if the directors are unwilling 
or unable to serve on an active trust com- 
mittee, if the trust department is simply 
an ‘also-ran’ department, again I say it 
has no place in a bank.” 

Thus we see a growing appreciation on 
the part of banking officials, as well as the 
Federal Reserve Board, that a trust de- 
partment which serves no useful purpose 
in a community, which does not or cannot 
comply with certain well-established prin- 
ciples, which is not in a position to obtain 
and maintain a fit personnel, is no asset 
to a bank. On the contrary, it may prove 
to be a distinct liability, not only be- 
cause it will reflect unfavorably on the 
bank in the eyes of the public, but because 
it may become involved in a legal responsi- 
bility which will wipe out its earnings for 
years to come. 


Adequate Earnings 


At the best, trust department earnings 
today can scarcely be termed as satisfac- 
tory, and this is a matter of grave concern 
to all of us. In spite of the vast addi- 
tional labor imposed upon trust depart- 
ments by new problems in the fields of 
taxation, investment and accounting, and 
by the various and sundry requirements 
of governmental agencies, Federal, state 
and local, the fees for personal trust serv- 
ices have not shown a corresponding in- 
crease; and where our commissions are 
based upon income, we have the further 
difficulty today of low yields on new 
investments and decreasing returns be- 
cause of refunding operations. Our Trust 
Division has a research committee which 
is delving into this entire problem. In the 
past, our Committee on Costs and 
Charges devoted much study in an effort 
to determine an adequate fee basis, and 
has published a booklet recommending 
the establishment of certain minimum 
fees. 
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The formation of corporate fiduciary 
associations throughout the country,— 
associations composed of local trust in- 
stitutions and trust departments, — has 
accomplished a great deal of good in pre- 
venting “shopping’—that is, the prac- 
tice of certain prospective but peripatetic 
trust customers in going from bank to 
bank and finally giving their business to 
the trust department quoting the lowest 
rates—the rates quoted by other banks 
being, of course, freely used in the proc- 
ess. It was a case of “Heads I win, tails 
you lose,” for the bank getting the busi- 
ness inevitably lost money on it. It has 
always been an anomaly to me why a 
bank should frown upon a bad banking 
customer but should smile upon an un- 
profitable trust customer. 

That there should be no deviation from 
the standard rates laid down by local 
corporate fiduciary associations is the 
corner-stone upon which rests the founda- 
tion of adequate earnings, and every bank- 
ing official should lend his earnest support 
to his local corporate fiduciary association 
if only from the standpoint of self-interest 
alone. The “Statement of Principles of 
Trust Institutions” has the following to 
say in this regard:—‘‘A trust institution 
is entitled to reasonable compensation for 
its services. Compensation should be de- 
termined on the basis of the cost of the 
service rendered and the responsibilities 
assumed. Minimum fees in any community 
for trust services should be uniform and 
applied uniformly and impartially to all 
customers alike.” Please let me again im- 
press upon you that this is not simply a 
pronouncement of the Trust Division— 
it has the sanction of the American Bank- 
ers Association, speaking through its 
Executive Council. * * * 

In the opinion of men high in banking 
circles, a poorly compensated trust de- 
partment means either a financial loss to 
the bank or inferior service to the public, 
neither of which can be termed a desirable 
objective. Let us join in seeing that trust 
departments are operated at a fair profit. 
In a decision handed down in New York, 
the Court made this rather pungent obser- 
vation: — ‘‘Executors’ commissions are 
none too large for faithful service, and 
it is my notion that the best practice is 
to give executors full compensation, and 


A Virginia institu- 
tion, established in 
1865, with thoroughly 
organized, up-to-date 
trust facilities. 
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John M. Miller, Jr., President 


Member Federal Deposit Insurance Corporation 


hold them to the strictest accountability. 
I imagine persons could readily be got to 
serve in the case of a large estate without 
pay, but they would be apt to manage the 
estate so as to get indirectly a much larger 
profit than that allowed by the statute. 
It is such management that leads to the 
depletion of trust estates, which often 
comes up in the courts. Except where it 
is a matter of affection or duty, services 
rendered without pay are generally worth 
no more than what is paid for them.” 

The trusts departments of this country 
stand at the cross-roads. Shall we pick a 
pathway leading to an inferior grade of 
service—which is unthinkable—or shall 
we set out to meet mounting expenses and 
decreased income by seeking a commen- 
surate return in fees? This latter course is 
our only choice, and we must “carry on” 
together — banking official and trust 
official, shoulder to shoulder. * * * 


On Wealth 


Whilst it is each man’s interest that not 
only ease and convenience of living, but 
also wealth or surplus product should ex- 
ist somewhere, it need not be in his hands. 
Often it is very undesirable to him. Goethe 
said well, “Nobody should be rich but those 
who understand it.”” Some men are born to 
own, and can animate all their possessions. 
Others cannot: their owning is not grace- 
ful; seems to be a compromise of their 
character; they seem to steal their own 
dividends. They should own who can admin- 
ister, not they who hoard and conceal; not 
they who, the greater proprietors they are, 
are only the greater beggars, but they 
whose work carves out work for more, opens 


a path for all.” 
—Ralph Waldo Emerson 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 
Statement of Condition, March 4, 1936 


RESOURCES 


CasH AND DUE FROM BANKS .. . wo. « « « $ 793,126,402.40 


U. S. GovERNMENT OBLIGATIONS, DIRECT AND FULLY 
GUARANTEED .. . oe. * em 632,802,503.70 


STATE AND MUNICIPAL Secvecees ye Seca Se ae 106,085,744.94 
OTHER BONDs AND SECURITIES .. . ie 4 117,870,672.31 
Loans, DiscoUNTS AND BANKERS’ ieumanien a 609,245,471.81 
a 38,686,147.62 
Oymen Beat. BevaTE. . ww ltl tlt hl th lt ll 4,160,248.03 
MORTGAGES .. . a a ee ae eo 10,130,292.62 
CUSTOMERS’ Aocepmeee Raameere . ce ea wm X 14,987 ,266.06 
eg a i. oe le ee eee aoe 14,398,290.58 
$2,341,493,040.07 
LIABILITIES et 
CapPITAL FuNDs: 
PREFERRED STocK . . . . . . $ 50,000,000.00 
Common Stock. ... . . .  100,270,000.00 
ee ee ea 50,000,000.00 
UNDIVIDED PROFITS. . ... . 17,625,805.36 
PREFERRED STOCK RETIREMENT 
es: «ee & % 750,000.00 
«Ss 218,645,805.36 
RESERVE FOR CONTINGENCIES. . . . .- +... 19,558,005.62 
RESERVE FOR TAXES, INTEREST, ETC. . . ... . 1,609 ,679.46 
Deposits .. as & « &@ ee eee 
ACCEPTANCES Cuvmuatins ae eos 17,333,224.41 


LIABILITY AS ENDORSER ON Sreeunene AND ene 
as + ss eS ee ee we oe? ae CF 3,450,291.04 


ee + sk ee Foe ke ef 21,110,718.77 

$2,341,493 ,040.07 
United States Government and other securities carried at $110,205,549.47 are pledged to 
secure public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 





Origin of Unique Trust Company Names 


Chemical Bank & Trust Company 
New York, N. Y. 


The charter of the New York Chem- 
ical Manufacturing Company, incorpo- 
rated at Albany on February 24, 1823, 
authorized the manufacture of “blue 
vitriol, alum, alcohol, tartar emetic, re- 
fined camphor, borax, copperas, drugs, 
medicines, paints and dyers’ colors,” but 
made no mention of banking. 

Yet, due to the limited banking facili- 
ties prevailing at that time, it was not 
uncommon for corporations, whose pur- 
poses were remote from banking as a 
business to seek the privilege of “Dis- 
count.” 

Thus, we have the first intimation of 
the future Chemical Bank when, on April 
1, 1824, The New York Chemical Manu- 
facturing Company succeeded in having 
its charter amended to enable the then 
seven Directors to do a general banking 
business. In granting this privilege, the 
legislature stipulated that $100,000 of 
its $500,000 capital must be employed in 
the manufacture of chemicals. 

Under this amended charter an office 
of “Discount and Deposit’ was opened 
on August 2, 1824, at No. 216 Broadway, 
a converted private house. The Chemical 
thus became the first “bank” on Broad- 
way, nine of the twelve existing banks 
having their offices in Wall Street. It is 
interesting to 
note this concen- 
tration of finan- 
cial institutions 
at a time when 
New York had a 
population of only 
124,000. 

Along with its 
banking business 
the company con- 
tinued, until 1832, 


cals at its factory site, a portion of the 
old Rem Rapelje farm on the Hudson 
between what is now 32nd and 34th 
Streets and running back to Tenth 
Avenue. In that year, however, the Trus- 
tees transferred their energies to bank- 
ing exclusively. 

In accordance with the provisions of 
its expiring charter, the affairs of the 
New York Chemical Manufacturing Com- 
pany were wound up in 1844 and by 1851 
all of its property and assets were liqui- 
dated and the Trustees discharged. 

Meanwhile, a new charter had been se- 
cured for its successor, “The Chemical 
Bank,” which authorized a capital of 
3,000 shares of $100 each and provided 
for five Directors. The list of subscribers 
comprised only twenty-eight names, but 
among them were many of the financial 
and mercantile leaders of the day who 
founded institutions and families that 
have remained representative in national 
as well as local affairs. 

The experience gained in two severe 
financial storms which occurred in its 
early history, coupled with the native 
shrewd insight and sound judgment of 
its Officers and Directors, stamped the 
policies of the Chemical Bank with an 
imprint of conservatism that has dis- 

tinguished it 
throughout its 
history. 

The first of 
these was in 1837, 
when the strength 
of the New York 
banks was tested 


There were nu- 
merous failures 
during this peri- 





the active manu- 
facture of chemi- 


od, but the Chem- 
ical survived. 
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The Chemical is one of the few New 
York banks to enjoy a nickname which 
dates from 1857 when one of the worst 
panics in the history of the country 
occurred. On October 14, when practi- 
cally every bank was forced to suspend 
specie payments, the Chemical not only 
continued to pay out cash, but much of 
it in gold and thus won for itself the 
name, “Old Bullion.” 

The financial upheaval which began 
in 1860 was more severe and lasted 
longer than that of 1857, but throughout 
this period the bank continued to pay 
out gold. 

Early in 1865 the Chemical Bank was 
urged by the Secretary of the Treasury 
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to enter the National banking system 
and on August 1 received its National 
charter and became “The Chemical Na- 
tional Bank.” 

On June 1, 1920, it merged with the 
Citizens National Bank, and on July 1, 
1929, with the United States Mortgage 
& Trust Company, which derived its 
name from its predecessor, the United 
States Mortgage Company, incorporated 
on May 12, 1871. Just prior to the sec- 
ond merger, the Chemical surrendered 
its National charter to meet the growing 
demand for enlarged trust powers per- 
mitted under State charter and resumed 
its character as a State bank under the 
title, “Chemical Bank & Trust Company.” 


Nuncupative Will by Public Act 
—Louisiana Practice 


In an article on “Living Probate” in 
the July, 1935, issue of TRUST COMPANIES 
Magazine, reference was made to the 
procedure in Louisiana. Mr. William A. 
Dixon, vice president and trust officer, 
Whitney National Bank of New Orleans, 
La., has kindly furnished the following 
explanation of “ante-mortem” probate of 
wills. 

“‘What we have in Louisiana that is evi- 
dently referred to in this article is what 
we call the nuncupative will by public 
act. This is not a real probate in any 
sense of the term, however. We cannot 
have a regular probate of a will until 
after the testator’s death. There are 
some advantages in a will of this charac- 
ter and some disadvantages. 

“A will of this character is executed by 
a Notary Public in the presence of three 
witnesses residing in the place where the 
will is executed, or five witnesses not 
residing in the place. It must be dictated 
by the testator and written by the 
Notary as dictated. It must be read to 
the testator in the presence of the wit- 
nesses, and express mention must be 
made of the whole will, that is, the dic- 
tation by the testator in the presence of 
the witnesses, the writing by the Notary, 
the recording of the will by the testator 
and the witnesses. Express mention must 


be made that all of these formalities 
were filled at one time without interrup- 
tion and without turning aside to other 
acts. It must be signed by the testator 
and by all of the witnesses, and attested 
by the Notary Public. This being a pub- 
lic act, the original must be filed with 
the acts in the Notary’s office, as is re- 
quired of all notarial acts. 

“Some notaries have the habit of filing 
such notarial wills in a separate book. I 
have known, however, of a number of 
instances where they have not. In the 
latter event, anyone making research of 
notarial acts for other information may 
happen to come upon the will and obtain 
purely confidential information. When 
such a will is finally probated in the 
court after the testator’s death, it is a 
self-proving document, so far as the 
signatures are concerned, but may be at- 
tacked as to its contents and its dispo- 
sitions of property, just as any other 
will. It is not in'any sense of the word 
a permanent will, as the testator may 
make any number of wills in that or some 
other form permitted by law at any time, 
if he so desires. 

“There is no authorization under our 
law for proving a will before a court 
having probate jurisdiction before the 
death of the testator.” 





Vital Factors in Banking and Trust Department Supervision 


Definite suggestions for “streamlin- 
ing” of regulatory practices were con- 
tained in a recent address by Dean 
Herman B. Wells, of the School of Busi- 
ness Administration at Indiana Univer- 
sity, urging more public information on 
banking and trust operations. “The 
provision requiring that the Super- 
intendent be an experienced man is also 
obviously desirable,” Mr. Wells stated. 
“Unfortunately, in the past, in some 
States and occasionally in the Federal 
Government, men have been appointed to 
high and important administrative posi- 
tions in departments for the supervision 
of financial institutions who were with- 
out experience. Sometimes they were ex- 
cellent druggists, barbers, hotel opera- 
tors, or men who were worth-while citi- 
zens in their own right, but who were 
not equipped by training or experience 
for the arduous job of bank examination 
and supervision.” * * * 

Referring to legal requirements gov- 
erning trust funds, he observed: “In my 
opinion, however, new legislation should 
go even farther and should require the 
publication of any uninvested funds held 
in a fiduciary capacity. * * * 

“One abuse that some banks of low 
standards of ethics practiced during the 
period of crisis was the use of trust funds 
to bolster the commercial department of 
the bank. A provision in the published 
statement calling attention to the amount 
of these funds would to some degree spot- 
light any tendency on the part of the 
bank toward such practice. 

“Personally, I believe that it is wise to 
require that all trust funds in excess of 
a small amount, such as a thousand dol- 
lars, be invested in certain prescribed 
securities. After such requirement is 
complied with, the responsibility of the 
bank, insofar as the use of its general 
assets is concerned, for the protection of 
the trust investments should cease. In 
some instances in the past, preferences 
have been alleged and sustained on behalf 
of trust depositors to a degree that the 
unsuspecting general depositor failed to 
receive anything upon his claim. 
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“Furthermore, I believe that the 
pledging of a bank’s assets for the pur- 
pose of securing certain depositors 
should be prohibited. This device has en- 
abled the shrewd depositor in the past to 
be protected at the expense of the unwary 
or uninformed depositor. 

“An ideal system of supervision,” ac- 
cording to Mr. Wells, “should provide for 
the maximum of safety and stability with 
the minimum of interference with private 
managerial initiative. * * * 

“Enough needs to be done to occupy 
the energies of all authorities. Our auto- 
motive engineers during the past few 
years have streamlined our automobiles 
so that they will take us where we want 
to go with speed and efficiency. Our com- 
plex regulatory system, comprising as 
it does both Federal and State agencies, 
needs streamlining also. * * * An attempt 
to make some contribution to this prob- 
lem is now being made in Washington by 
a group consisting of governmental su- 
pervisory officials and representatives of 
banks. 

“In future, distant years, should losses 
become great enough to wreck the Fed- 
eral Deposit Insurance Corp., it is in- 
conceivable that the Government would 
not assume responsibility. This in turn, 
probably would mean socialization of our 
banking system, and it is probable that 
similar action might soon follow regard- 
ing many other types of private property. 

“Socialization of banks is not incon- 
ceivable. Many liberal thinkers were 
ready for such action at the time of the 
last bank smash-up and feel that the 
President missed an opportunity to take 
such action. 

“Our whole public, therefore, has a 
very real stake in maintaining proper 
bank supervision. It is a job which will 
never be finished in a dynamic society. 
New conditions will bring need for new 
laws and new techniques. 

“The banking fraternity itself should 
co-operate with governmental authorities 
and the general public in bringing about 
needed reforms.” 
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The Layman’s View of the Trust Department 


Interviews with Business and Professional Men and Women 


(Editor’s Note: To determine, at first hand under circumstances per- 
mitting of full frankness, what some of the typical business and profes- 
sional people of means think of trust department work, members of the 
Staff of TRusT Companies Magazine initiated a series of interviews which 
are reported anonymously. The purpose of these interviews is to provide 
an unabridged commentary on the questions, doubts and criticisms which 
trust officials must answer if many of their prospects are to repose full 
confidence in them and make adequate use of trust services. This is the 


fourth of a series.) 


A Lawyer’s Viewpoint. No. 4 


Mr. D. is a partner of a prominent law 
firm and has personally acted as attorney 
for estates and trusts in connection with 
several large trust companies, though 
the firm is not counsel to a trust insti- 
tution. He has had the privilege, for a 
number of years, of observing corporate 
fiduciary administration, particularly of 
personal trusts, and has found them to 
have a uniformly high average of suc- 
cessful experience. 

In considering the relative merits of 
an individual or corporate fiduciary he 
makes a general distinction between the 
capacity of executor and that of trustee, 
believing that in the majority of cases 
an estate can be more economically 
handled by a qualified individual executor 
than by a corporate. Where the prob- 
lems and assets of an estate are rela- 
tively simple, and there is an adult in 
the family, it is his belief that the ap- 
pointment of a trust company may 
simply mean an added expense, though 
in a large estate or one presenting un- 
usual complications, such as foreign as- 
sets, involved real estate interests, in- 
tricate taxation problems, etc., trust 
company services are frequently most 
advantageous as co-executor. It has been 
his experience that co-executorships, as 
well as co-trusteeships, offered no in- 
soluble difficulties. 

An incident which had impressed him 
in an estate where a corporation and an 
individual were co-executors had arisen 
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when he advised the Trust Company in 
the last week of the year to distribute 
the income among five beneficiaries in 
order to save income taxes and he was 
advised by the trust officer that they 
were too busy to go into the matter. He 
then approached the individual executor 
who insisted that the payment be made 
before the end of the year. On the other 
hand, he had gained the utmost respect 
for the management policies of a trust 
company which, receiving a large block 
of its own stock under a trust with 
authority to retain original security 
holdings, had sold it out in September of 
1929, at considerable profit to the trust. 

As trustee, Mr. D. believed that cor- 
porate fiduciaries had very definite ad- 
vantages, their permanence and continu- 
ity, ready accessability and responsibility 
being essential to the assured carrying 
out of the trust without the expense, 
inconvenience and possibly even litiga- 
tion arising out of appointment of a 
successor. His many close contacts with 
trust officials in the administration of 
trusts have convinced him of a high 
standard of integrity and ability of those 
institutions, individuals, in this capacity, 
varying from the best to the worst in 
performance. It is both most shocking 
and illogical, in his opinion, for elderly 
men or women to be appointed as trus- 
tee for children or for other long term 
trusts, which may be both costly and 
embarrassing. 
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ATLANTIC CITY’S 
Newest Boardwalk Hotel 
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It has been Mr. D’s experience that 
prospective testators usually have def- 
inite ideas, when they come to the at- 
torney to have their will drawn, as to 
the desirability of an individual or cor- 
porate fiduciary, though they sometimes 
ask what the relative merits might be in 
their situation. He has found trust in- 
stitutions very fair about retaining the 


attorney who drew the will, and in ad-— 


vising, on request, as to attorneys to 
draw a document or act for an estate. 

The possibility of strict interpretation 
by the court of clauses in the instrument 
governing investment powers may, in his 
opinion, cause more emphasis, by cor- 
porate fiduciaries, on the legal safety of 
investment decisions, than in the case 
of the individual trustee, and even in- 
fluence selling at a loss when an individ- 
ual would be more willing to take the 
risk. He has not found trust institutions 
to be grasping for undue commissions, 
as some newspapers and courts might 
lead the public to believe, but on the con- 
trary if necessary performing many ex- 
tra services and receiving quite moderate 
compensation. 


Phraseology in Wills Using 
Community Trust Plan 


The New York Community Trust has 
appropriate suggestions for those con- 
templating bequests to a community 
trust. The following is an excerpt from 
a booklet issued by Ralph Hayes, direc- 
tor of the above named organization. 


“I give, devise and bequeath 

(here name any bank or trust com- 
pany from list of Trustees of The New York 
Community Trust), in trust, for the uses 
and purposes and upon the terms contained 
in the Resolution and Declaration of Trust 
creating the New York Community Trust, 
heretofore adopted by the Board of Direc- 
tors of said (repeat name of Trustee) 
and filed for record as provided by law, all 
of which Resolution and Declaration is here- 
by incorporated herein.” . 

If the donor wishes his fund made a part 
of The Westchester Welfare Foundation, he 
adds: 

“Providing, however, that the trust hereby 
established shall constitute a part of The 
Westchester Welfare Foundation.” 

If the donor desires to give a specific 
name to his fund, he adds: 

“And providing further that the trust 
hereby established shall be designated the 


If the donor prefers to indicate the precise 
charitable purposes for which he desires his 
fund employed, he adds: 

“And providing further that I desire that 
the net income of the trust hereby estab- 
lished shall be devoted to the support of.... 


In trust deeds, the beginning of the first 
form quoted above (for use in wills) should 
be changed to read: 

“I give, assign and set over,” etc. 

Copies of the text of the Resolution and 
Declaration of Trust creating the Com- 
munity Trust or of the resolution creating 
The Westchester Welfare Foundation may 
be secured from the Community Trust. Pro- 
fessional legal advice should, without fail, 
be utilized in the preparation of a will or 
trust deed. 


Richard R. Hunter, vice-president of the 
Chase National Bank, New York, was 
elected president of the Association of Re- 
serve City Bankers at the annual conven- 
tion: He succeeds Charles E. Spencer, vice- 
president of the First National Bank of 
Boston. 





Mortgages as Trust Investments 


From Address by CARLTON H. STEVENS, Esa. 
of Clark, Hall and Peck, New Haven 
Before The Corporate Fiduciaries Association of New Haven, Conn. 


The very fact that “mortgages as trust 
investments” is one of your subjects of dis- 
cussion presupposes that there is a question 
—namely: whether mortgages may properly 
be placed in a trust. I assume, of course, 
that we are considering a trust in which 
there is no prohibition against mortgages, 
but one in which there exists discretionary 
powers in the trustee. We might also ex- 
clude at the outset, very small trusts, or 
trusts in which an early or known date of 
termination would require a high degree of 
liquidity for conversion into cash. I also 
suppose that a brief ten years ago this sub- 
ject, if it be couched in the form of an in- 
terrogation, would not have found a place 
on your agenda. Why does it now appear? 
Let us sketch briefly the history of a mort- 
gage. 

History of a Mortgage 

Centuries ago the mortgage had its origin 
—its beginning is lost in antiquity, it is the 
most ancient form of investment. Literally 
it can be said “before Abraham was, I am.” 
One of the old testament writers says: 
“Some also there were that said, we have 
mortgaged our lands, vineyards and houses, 
that we may buy corn, because of the 
dearth.” It appears that mortgages had 
their origin with the ancient Jews, and also 
that they owe their origin more to the ne- 
cessities of man in civilized life, than to 
the creative genius of any particular indi- 
vidual, age or nation. They followed as a 
necessity in the wake of civilization. The 
word itself, mortgage, means as you know, 
the dead pledge, in other words a pledge 
which may be terminated or extinguished. 
Here are the economic fundamentals of 
modern society—civilization creates desire, 
then need—one in need having security may 
borrow thereon, pledging the security— 
credit is established—and the lender having 
the security may in turn dispose of the se- 
curity so that it performs a service to him 
as it did to the original borrower, 

From the Jews the idea of the mortgage 
seems to have passed to the Greeks and 
Romans, and under the Roman law it came 
to have various differentiations, as to the 
technique of the transaction and the method 
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of enforcement of the payment of the debt 
or collection by means of the security. The 
history of peoples of different nations is 
replete with information concerning the 
mortgage, and for the very good reason 
that the mortgage was related to that to 
which they were inseparably bound, namely: 
their flocks and herds, and when they settled 
down and ceased their nomadic existence, 
then to their lands and homes. 

So for 4000 years the mortgage has per- 
formed a very necessary and unique service 
in the annals of history—a means of assist- 
ing in the development of the business af- 
fairs of man, it has brought peoples to- 
gether in trade, and has performed a service 
to borrower and lender alike to the profit 
of each. In short it has enjoyed an exalted 
position because it has deserved it. I would 
not have you think this to be a defense of. 
all mortgages, but I believe that the theory 
of the real estate mortgage is still sound, it 
has stood the test of time, and in its proper 
use as distinguished from its abuse, it is 
still entitled to the favorable consideration 
of the Trust Investment official. I have lit- 
tle patience with the official who cynically 
asks “are there any good mortgages?” or 
with his short-sighted brother who says 
“we’ve had our fingers burned, now we'll 
keep away from the fire.” You all know 
why the mortgage has lost favor. 

Throughout the business cycle in which 
we are living, and through countless busi- 
ness cycles that have passed, the real estate 
mortgage has had its place, and will I be- 
lieve continue to have its place in those to 
come. 


Mass Production of Mortgages 


But our twentieth century brought the 
machine age, which brought mass produc- 
tion, standardization, uniformity, employ- 
ment, wealth—then followed the need for 
places to put money. Need I remind you of 
the part the stock market operators played 
at twelve o’clock in the last cycle? Let us 
shed a charitable tear and pass on. It was 
inevitable that the avarice, lust, cupidity, 
deceit, false representations of the age 
should have an effect on our mortgage sys- 
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tem. Mass production of mortgages in vari- 
ous forms caught the eye of the operator. 
A new type of mortgage was dressed up 
for public consumption, with advertising 
daily before the eye. You remember the 
signs and slogans “Perfect Safety @ 6%2%” 
—‘“Secure as the bed rock of New York.” 
“Capital Funds 22 millions.” Smaller cap- 
italization would have been sufficient to rele- 
gate a Company to the bush league—but 
they needed this capitalization for a new 
method of selling mortgages, required that 
the principal and interest be guaranteed. 
For 4000 years the properly placed mort- 
gage has enjoyed its enviable position, the 
cynosure of neighboring eyes, serving man- 
kind. To meet the new requirements of a 
mad age it had to be torn from its pedestal, 
certificated, participated, divided, unitized, 
publicized, advertised, besmirched, despoiled 
and finally debauched, guaranteed — God 
save the mark! Until the present madness 
the word guaranty had held a place of emi- 
nence in our thoughts. After the exploiters 
of our mortgage system had finished their 
work, two New York Companies, with capi- 
tal of a few million, had issued so-called 
guarantees of one billion dollars of mort- 
gages—Alas! But one result could be ex- 
pected, and it has come, namely: a practical 
annihilation of public confidence in mort- 
gage investment. 

There are said to be fifty billions of dol- 
lars in mortgages on urban property in our 
country. There are many millions in our 
State, Comparatively few of those which 
were placed on owner-occupied dwellings in 
good locations, with responsible owners, are 
in trouble today. And there is, in my opin- 
ion, a definite place in the future for this 
type of mortgages in a trust portfolio. I 
predict that the mortgage of the future will 
be placed with a greater degree of caution 
than has prevailed in the past. Indeed it is 
trite and obvious to say that your portfolio 
will be infinitely better off without a mort- 
gage than with a poor one. 


But we have learned, if we are wise, some 
lessons from the period through which we 
have passed. We will take our first lesson, 
as the Federal Government has done, from 
the Building and Loan plan of mortgage 
lending. 


Information Required 


We will secure a credit report on the 
borrower—we will inquire into his personal 
characteristics as we would a partner with 
whom we decide to engage ourselves, we 
will want to know his habits and responsi- 
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bility, not only financial, but, infinitely more 
important, his moral responsibility. We will 
inquire sufficiently into his family life. Then 
we will cause to be made an appraisal of 
the property. The new appraisal will re- 
verse the old order—in which facts consti- 
tuted 20% of the appraisal, and judgment 
80%. The appraisal will be supported by 
80% of correct information on which 
judgment may be predicated. It will also be 
supported by a survey and a_photograph. 
We will require an amortization of the 
principal, and payments of interest, doubt- 
less oftener than each six months. Arrange- 
ment should be made that the mortgage 
bear a gradually reducing rate of interest 
as the safety factor rises. The mortgage 
should ‘be for a definite period, in accord- 
ance with the income and obligations of the 
owner to pay installment payments. The 
lender. thereby secures the return of the 
loan, the borrower is secure in his pos- 
session, free from fear of foreclosure. 
Finally the mortgage of the future will be 
a less hazardous form of investment for it 
will be better adapted to the ability of the 
borrower to repay, the lender having had 
accurate and comprehensive information on 
which to base his decision. 


With these requirements met by your 
trust investment committee, you will have 
in your portfolio mortgages which well may 
absorb 15% of the whole of the trust; you 
will have made your contribution to the 
upbuilding of your community; you will 
have satisfactory interest return and 
safety of principal, free from the wide 
fluctuations of many so-called prime securi- 
ties. 


Forecast 


Now I am not unmindful of the fact that 
you will say “very well, but where are we 
to get these mortgages which are worthy 
of our consideration”’—and my answer is 
that if you are on the alert, desirable 
mortgages should be available in the future 
in greater numbers than in the past five 
years—during which period the stagnation 
of business has deterred thousands of home 
owners from making the geographical 
changes which, for years, they have contem- 
plated. Increasing or decreasing numbers 
in a family make for change. Natural evo- 
lution sets up a desire to adjust one’s sur- 
roundings to meet altered conditions. Sel- 
dom does our modern American family 
continue to reside generation after genera- 
ation in the homestead of his forbears. As 
the change from the farming community 
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to an industrial community has depopu- 
lated the suburban areas—and filled up the 
cities—so now the pendulum swings back 
again and the trend is to the suburbs. The 
Banker may here play his part in assisting 
in the new adjustments of a changing popu- 
lation. 

England has approximately one-third of 
our population—She has built roughly 2% 
million homes since the war and in addition 
is building now about 330,000 building 
units during the present year. Our own 
figures show that our new construction 
will total about one-seventh of the British 
figures. Is there not something for you to 
think about in those figures? 

But you say our industrial situation in 
New Haven is backward, new homes are 
not needed, our war time overconstruction 
is not yet absorbed. Very well—would you 
have taken a few first mortgages on single 
or two family income producing dwellings 
which were conservatively appraised at 
four to eight times the amount of the 
mortgages? If you would have, certain of 
our banks did not so indicate when given 
an opportunity—but I know of several such 
mortgages which were secured without dif- 
ficulty from a savings bank a few miles 
away. 

One more illustration—What would you 
have said to a business man who, just hav- 
ing completed a home for himself, desired 
to borrow less than 30% of the cost of con- 
struction at 5% on first mortgage, the 
property in a highly desirable restricted 
residential location, the borrower finan- 
cially strong with a record sufficient to 
justify his association with two well known 
city institutions, the loan to be amortized? 
There seems to be no doubt about it. And 
yet this loan went to an out of town bank. 

With a greater desire to be of service, 
with a willingness to encourage the making 
of sound mortgages, you will have done 
your part to restore the mortgage to the 
place of importance, to which, when right- 
fully used, it is justly entitled, and finally 
you will have well served your trust and 
its beneficiaries, which was and must con- 
tinue to be the primary purpose of the es- 
tablishment of the Trust. 


Sound Chartering of Banks 

An increasingly popular topic where 
bankers gather, is the question of bank 
chartering. At the two recent A. B. A. 
sponsored bank conventions held at Mem- 
phis and Chicago, much time was devoted 
to this discussion. 
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Dr. Walter F. Gephart, vice president 
of the First National Bank in St. Louis, 
Missouri, speaking on “Banking Regulations 
with Specific Reference to Rules and Regu- 
lations of Federal Reserve System,” 
enumerated some of the major subjects of 
regulations and supervision which should 
have more attention as follows: 

“First: Adequate capitalization. With 
the change in economic conditions there is 
little reason for past liberality in charter- 
ing banks with such small capital that, 
even with reasonably good management, 
the earnings are not likely to be sufficient 
to support the institution. 

“Second: The problem of chartering new 
banks. Unless something is done by the 
state and the states in cooperation with the 
Federal Government to guard more care- 
fully the chartering of new banks, bank 
failures will continue and communities will 
from time to time suffer inevitable loss. 

“Third: The proper qualifications of those 
who are conducting or proposing to conduct 
the banking business. The modern banker 
needs to be well and widely informed and 
better trained to cope with the vastly dif- 
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ferent and more complex problems than 
those which confronted the earlier day 
banker. 

“Fourth: Better standards of examina- 
tions. We have now had national and state 
examinations of banks for many years and 
out of this long experience it ought to be 
possible to agree upon the essential prin- 
ciples and standards of bank examinations 
that are necessary to protect the deposi- 
tor.” 

Herman B. Wells, secretary of the Com- 
mission for Financial Institutions, Indian- 
apolis, Indiana, speaking at the Midwest 
Conference on Banking Service, declared, “A 
sounder bank chartering policy than the 
United States has had in the past must be 
developed if our banking system is to con- 
tinue in its present form” * * * He con- 
tinued, “Any program adopted should be 
formulated with proper regard for the pub- 
lic’s right to have adequate banking and 
credit facilities * * * and should aim to se- 
cure for bank management and bank stock- 
holders a reasonable return. These objec- 
tives cannot be achieved unless, in both 
state and Federal acts, adequate provisions 
are incorporated to prevent chartering of 
institutions where they have no social and 
economic justification.” 

The chartering authority, he said, should 
be required to find in the affirmative as to 
the public necessity for a proposed bank, the 
financial standing and business character of 
the promoters and the experience and tech- 
nical proficiency of the officers, he said, and 
it should also hold a public hearing after 
widespread public notice. * * * 

He suggested, therefore, “a series of case 
studies of typical communities,” financed by 
one of the large philanthropic foundations, 
or by the banking fraternity itself. 

“The findings, if widely publicized, would 
serve to stimulate public discussion of the 


problem,” concluded Mr. Wells, “from which 
would come greater public interest and ap- 
preciation of the necessity of conservative 
policies in the future.” 

Preservation and conservation of existing 
banks must be taken into consideration in a 
sound chartering policy as well as the merits 
of contemplated new institutions, M. D. 
Brett, State Comptroller, Department of 
Bank Supervision, Jackson, Mississippi, said 
here today in addressing the Southern Con- 
ference on banking service. 

“While I believe a fundamental of sound 
chartering policy is proper trade area, vol- 
ume of trade, number of potential deposi- 
tors, volume and adequate capital,” said 
Mr. Brett, “I would suggest for considera- 
tion on an application for new banks or 
banking offices: Number of banks now serv- 
ing the area; the record of earnings of ex- 
isting institutions and what effect a new 
bank or banking office would have on them; 
number of previous failures in that area; 
reasonable prospects of growth of the com- 
munity; expectation of profitable opera- 


tions; proposed management and ownership, 
and public convenience and necessity. 

“If an area deserves, and convenience and 
necessity require, banking facilities but can- 


not support an independent bank, thought 
should be given, where laws permit, to a 
branch office or branch bank. 

“As an aid to sound chartering policy un- 
der present conditions, supervising officials 
and bankers should look to sound mergers 
and consolidations, branch offices and branch 
banks under restrictive and territorial limi- 
tations, to the end that unprofitable institu- 
tions may be eliminated. 

“In aid of a sound chartering policy the 
banking system of our country can build up 
with our people a sympathetic attitude on 
this question by showing that overbanking 
is a contributing factor to failures and that 
each failure brings a corresponding depres- 
sion in the community. Good and proper 
service should be stressed and an exempli- 
fication by banks in rendering it will do 
much to obviate the clamor for new banks.” 


Edward J. Pierce, senior bank examiner, 
and Gerald R. Dorman, principal bank ex- 
aminer of the New York State Banking De- 
partment, have been appointed deputy su- 
perintendents of banks. Mr. Pierce, before 
his present affiliation, was connected with 
the Irving Trust Company in New York. 
Mr. Dorman was formerly with the Manu- 
facturers Trust Company of New York. 
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Tue depositor who draws against un- 
collected funds is a constant irritant 


and an altogether undesirable customer. 


And yet he may be paying an unconscious 
compliment to a service which, good as 
it is, does not quite meet his optimistic 
expectations. For his benefit and for your 
own protection, are you taking advan- 
tage of the best that banking service has 
to offer? 

An account in this Bank will entitle you 
to a collection service that precludes all 


avoidable delay in converting out-of- 


town items into available cash. 
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Personnel Changes in Trust Institutions 


CALIFORNIA 


Los Angeles—E. I. Vaughan has been pro- 
moted to the position of vice president of the 
Bank of Amer- 
ica. He will fill 
the position 
made vacant 
through the 
death of Orra 
E. Monnette. 
Mr. Vaughan 
will represent 
the senior of- 
ficers and di- 
rectors of the 
bank in discus- 
sing the prob- 
lems of the va- 
rious branches 
with their ad- 
visory boards 
and will in 
turn keep the 
head office posted on the Southland develop- 
ment. He began his banking career with the 
Fidelity National Bank of Kansas City, 
being assigned to the trust department. Mr. 
Vaughan accepted a position as trust of- 
ficer with the Bank of America National 
Trust and Savings Association in 1929. 

Los Angeles—The Seaboard National Bank 
has elected Robert L. Casey a vice president of 
the institution. 

Los Angeles—George Bjurman, formerly 
senior analyst of Wells Fargo Bank & Union 
Trust Company of San Francisco, has been ap- 
pointed to direct the activities of the trust 
analytical department of the Seaboard National 
Bank of Los Angeles. 

San Diego—James D. Forward has been 
elected president of the Union Trust Company 
and its affiliate, the Union Title Insurance 
Company, succeeding his brother, John F. 
Forward, Jr., who becomes chairman of the 
board. Mr. Forward is well known among title 
and trust men, having been active in these fields 
since the organization of the Union Title & 
Trust Company in 1903, by his father, the late 
John F. Forward, Sr. He is a director of several 
San Diego financial institutions and a vice presi- 
dent of Title Insurance & Trust Company, 
Los Angeles. 

Albert G. Reader has been named secretary 
and treasurer of both corporations, offices held 
by James D. Forward since the organization of 
these companies. Mr. Reader also has been 
elected director of the Union Trust Company. 
He joined the Union Title Insurance Company 
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in 1924, transferred to the Union Trust Com- 
pany of San Diego in 1928, soon thereafter 
becoming assistant trust officer in charge of liv- 
ing and testamentary trusts, which position he 
held until becoming trust officer in 1931. Mr. 
Reader will continue to serve as trust officer. 

The Union Trust Company of San Diego is 
the only institution in San Diego devoted ex- 
clusively to trust service. The Union Title 
Insurance Company is San Diego’s oldest and 
largest title insurance company. 

San Francisco—The San Francisco Bank an- 
nounced, March 25, the promotion of four of 
its executives to the rank of vice president. 
Those promoted include: H. H. Herzer, for- 
merly secretary, who will continue with that 
title as well, and L. C. Koster, W. C. Heyer and 
O. F. Paulsen, previously managers of three of 
the bank’s branches in San Francisco. 

Whittier—H. C. Dolde has been elected a 
vice president of the Whittier National Trust & 
Savings Bank. He was formerly a resident of 
Kansas and is a graduate of the University of 
Kansas. 

CONNECTICUT 


New Canaan—D. S. Rockwell, formerly 
cashier, succeeds the late E. B. Lawrence as 
president of the First National Bank and 
Trust Company. 

Wallingford—Charles Loucks has been pro- 
moted from a vice presidency to the presidency 
of the Wallingford Bank & Trust Company to 
succeed the late John A. Martin. The directors 
have also named former Judge Michael T. 
Downes and former Representative in the 
General Assembly, Edward T. Kavanaugh, 
vice presidents, and have advanced Karl B. 
Reynolds, the present trust officer, to a vice 
president. 

DISTRICT OF COLUMBIA 


Washington—W. T. Vandoren has been 
elected vice president and cashier at the Liberty 
National Bank. He was for several years with 
the office of the Comptroller of Currency in 
Washington and has also served as a bank 
examiner. 

GEORGIA 

Valdosta—Pierce G. Blitch, formerly cashier 
of the Citizens & Southern National Bank at 
Macon, has been transferred to Valdosta and 
made a vice president of the institution. Joseph 
Harrison, previously with the bank at Valdosta, 
has been made an assistant trust officer and 
transferred to the main office at Savannah. 


ILLINOIS 


Evanston—George C. Williams, formerly 
executive vice president, has been elected presi- 
dent of the State Bank and Trust Company. 
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He was at one time vice president of the 
Chicago Joint Stock Land Bank and has had 
extensive experience in many phases of banking. 


INDIANA 


South Bend—L. L. Matthews, formerly vice 
president of the First Bank and Trust Company, 
has been elected vice president of the American 
Trust Company. 


KENTUCKY 


Louisville—James B. Brown, former presi- 
dent of the National Bank of Kentucky, which 
failed in 1930, will be elected president of the 
Peoples Bank, a new state banking institution. 


LOUISIANA 


Alexandria—James C. Bolton, formerly vice 
president of the Rapides Bank & Trust Com- 
pany, is now president, having been chosen to 
succeed his father, the late James W. Bolton. 
J. C. Bolton has served as president of the 
Louisiana Bankers Association and as president 
of the State Bank Division of the American 
Bankers Association. John W. Hathorn, for- 
merly cashier, has been advanced to the posi- 
tion of vice president. 


MASSACHUSETTS 


Boston—At a meeting of the directors of the 
Merchants National Bank, William F. Bur- 
dett, cashier of the institution, was made a vice 
president, while Edward W. Supple, formerly 
manager of the foreign department of the 
institution, and more recently assistant cashier, 
was advanced to the cashiership. 


MICHIGAN 


Ann Arbor—Alfred F. Staeb has been elected 
a vice president of the State Savings Bank at 
Ann Arbor. He has submitted his resignation as 
assistant cashier of the Ann Arbor Savings & 
Commercial Bank, the position to which he 
was appointed after the merger of the Ann 
Arbor Savings, Farmers & Mechanics and First 
National banks. 


MISSISSIPPI 


Jackson—W. W. Mounger, formerly trust 
officer of Deposit Guaranty Bank and Trust 
Company, was recently elected vice president 
and trust officer of the bank. 


NEW JERSEY 


Newark—Herman G. Grimme has been 
elected trust officer of the West Side Trust 
Company. He succeeds Charles W. Hendry. 

Plainfield—Russel C. Doeringer has been 
appointed treasurer and assistant secretary of 
the Plainfield Trust Company, succeeding 
Frederick H. Stryker, who resigned to accept 
the vice presidency of the First National Bank. 
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Mr. Doeringer came to the Plainfield Trust in 
1907 as a runner and 12 years later was ad- 
vanced to assistant treasurer. In 1925, he added 
the duties of assistant secretary, which com- 
bined duties he performed until his present 
promotion. 


NEW YORK 


Brooklyn—Townsend T, McWilliam was 
elected vice president of the Kings County 
Trust Company at a meeting of the trustees 
recently. Mr. McWilliam was formerly an 
assistant vice president of the Commercial 
National Bank & Trust Company, New 
York, and was for 13 years previous with 
the Guaranty Trust Company, New York. 

Lynbrook—Thomas F. O’Connor, one of the 
directors of the Peoples National Bank & Trust 
Company, has been elected president of the 
bank to succeed Dr. Samuel J. Bradbury, 
who died recently. 

New York—At a regular meeting of the 
Board of Directors of the Chemical Bank & 
Trust Company, held recently, Murray Oly- ~ 
phant, formerly assistant treasurer, was elected 
an assistant vice president. 

New York—At a meeting of the board of 
trustees of the Bank of New York & Trust Com- 
pany, R. A. Macleod, formerly assistant 
comptroller, was appointed assistant vice presi- 
dent and James Carey, formerly assistant secre- 
tary, was appointed assistant comptroller. 

New York—The Irving Trust Company of 
New York has announced the promotion of 
Arthur N. Otis and Richard H. West from 
assistant secretaries to assistant vice presidents. 

Troy—Thomas W. Rourke has been elected 
to the presidency of the National City Bank at 
the age of 36. Mr. Rourke is a native of Troy 
and started his career in 1917, as clerk for the 
Troy Trust Company. In 1931, he became 
assistant secretary of that company. In 1934, he 
went to the National City Bank as a vice 
president, and in 1935, when Delmar Runkle, 
then president of the bank, became ill, he was 
made executive vice president. ; 

Utica—William F. Grimm, assistant vice 
president and assistant secretary of the First 
Citizens Bank & Trust Company, has been 
elected secretary, in addition to his post as 
assistant vice president, to fill the vacancy 
caused by the death of William C. Wright. Mr. 
Grimm has been continuously in the service of 
the bank for the past 28 years. 


OHIO 


Cleveland—Frank H. Hobson, a vice presi- 
dent of the Cleveland Trust Company, tendered 
his resignation on March 23 to devote his time 
to other interests. 

Conneaut—William T. Ross, formerly execu- 
tive vice president of the Conneaut Banking & 
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Trust Company, has been elected president. He 
succeeds the late George A. Collinge. 

Dayton—I. H. Jones has been elected a vice 
president of the Winters National Bank & Trust 
Company. 

Piqua—George H. Statler was recently 
elected vice president of the Citizens National 
Bank & Trust Company, to succeed the late 
George M. Benkert. Mr. Statler is the second 
member of his family to become a vice president 
of the bank, his father, the late S. K. Statler, 
having once held that office. 


PENNSYLVANIA 


Bryn Mawr—Announcement has been made 
by the Bryn Mawr Trust Company, that 
Henry B. Reinhardt has been elected executive 
vice president of the company. Mr. Reinhardt 
has been connected with the State Banking 
Department the past four years. 

Harrisburg—C. H. Zimmerman of the State 
Banking Department has been appointed audi- 
tor of the Capital Bank & Trust Company, it is 
announced by Walter E. Burns, president of the 
bank. Mr. Zimmerman, a graduate of Lafayette 
College and the Rider School of Accounting, 
has been a bank examiner for several years. 

Indiana—Important changes were made in 
the personnel of the Savings & Trust Company, 
recently, following the death of John A. Scott, 
president of the institution since its organiza- 
tion in 1903. E. E. Lewis, who had served as 
secretary and treasurer for 22 years, was pro- 
moted to the presidency; Robert E. Lewis (a 
son of the new president), formerly assistant 
secretary and trust officer, was advanced to 
secretary, while continuing as trust officer; 
Harry T. Rankin, heretofore an assistant 
treasurer, was promoted to treasurer, and Roy 
S. Stephens was named assistant treasurer. 

Pittsburgh—Robert M. Repp, Jr., assistant 
trust officer of the Union Trust Company since 
June 15, 1931, has been promoted to trust 
officer of the institution. 

Mr. Repp was graduated from Arnold School 
in 1921, Williams College in 1925, and the 
University of Pittsburgh Law School in 1929, 
and was admitted to the Bar of the Supreme 
Court of Philadelphia in September of that 
year. 


CANADA 


Toronto—Gordon Lindsay has been ap- 
pointed an assistant general manager of the 
Toronto General Trusts Corporation. Mr. 
Lindsay is a member of the Bars of Saskatche- 
wan, Manitoba and Ontario and prior to joining 
the corporation last year as executive assistant, 
practiced law first in Winnipeg and subse- 
quently in Toronto. 


HAWAII 
Honolulu—Carter Galt has been elected vice 
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president and secretary of the Hawaiian Trust 
Company. He was formerly an assistant vice 
president. H. W. Camp was elected an assistant 
vice president. 


Trust Institution Briefs 


San Francisco, Cal.—The Anglo California 
National Bank, in accordance with its an- 
nounced policy of expansion, took over the First 
National Bank of Chico on April 1, and is 
operating it as a branch of the institution. 

Clayton, Mo.—The Trust Company of St. 
Louis County has leased a building at 44 South 
Central Avenue, where the trust and title 
departments of the bank will be located. 

Hudson, N. Y.—F. S. Hallenbeck, trust 
officer of the Farmers National Bank, entered 
into his fiftieth year of service with that institu- 
tion on March 12. 

New York, N. Y.—Charles A. Smith, ad- 
vertising and new business manager of The 
Fifth Avenue Bank for fifteen years prior to 
1934, has joined the staff of W. J. Fawcett, Inc., 
as vice president in charge of banking promotion 
and advertising counsel. 

Lakewood, O.—The Peoples National Bank 
went into voluntary liquidation on April 3. 


The Lorain Street Bank, Cleveland, Ohio, ab- 
sorbed the institution. 

Bradford, Pa.—Organization of a new na- 
tional bank in Bradford to absorb the assets of 


the National Bank of Bradford and the 
McKean County Trust Company of that place, 
has been approved by the Federal Deposit In- 
surance Corporation. 

Memphis, Tenn.—Letters were mailed on 
March 12 to stockholders of the old Central 
State Bank of Memphis which was merged into 
the First National Bank of that city on July 6, 
1926, announcing completion of the liquidation 
of $406,510 of the questionable assets, which did 
not go into the consolidation. With the letter 
went announcement of final distribution of $7 
a share, or $42,000, making a total of $522,000 
paid to the shareholders. 

Seattle, Wash.—Stockholders of Peoples 
Bank and Trust Company have been informed 
a special meeting will be held April 30 for rati- 
fication of a directors’ proposal that the bank’s 
capital be increased from $850,000 to $1,000,- 
000. The increase will be the second within 
seven months, the capital having been raised 
from $600,000 to $850,000 last fall. Simultane- 
ously with the announcement A. Brygger, presi- 
dent, informed stockholders that besides the 
25-cent quarterly dividend just voted on the 
42,500 outstanding shares, directors are pre- 
pared to recommend an extra in the form of a 
10 per cent stock dividend. The plan is to issue 
7,500 additional shares of the $20 par stock 
bringing the total outstanding to 50,000. 





Complementary Protection of Life Insurance 
and Trust Services 


Views of Life Insurance Company Presidents 


(Editor’s Note: Statements as to the 
supplementary spheres of life insurance and 
trust companies, in the conservation and 
distribution of estates, have been presented 
in the past three issues of the magazine, 
concluding with the statements presented 
herewith.) 
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COMPANY 


Wm. Montgomery, President 


It is only during the past ten or twelve 
years that the trust companies and the 
life insurance companies have come to 
realize that although in many respects 
their business is similar, this similarity 
is complimentary rather than competi- 
tive. The prime purpose of the life insur- 
ance company is to furnish money; for 
the creation of an estate, to take care of 
certain specified debts and obligations 
and to provide income when human earn- 
ing power declines or ceases because of 
premature death, disability or retire- 
ment. On the other hand, the purpose of 
the trust company is to provide man- 
agement of estates and money, and 
through judicious investment and rein- 
vestment, to conserve estates, and to 
make distributions in accordance with 
the wishes of the donor. 

In my opinion it is neither practical 
nor possible to set a definite fixed point 
at which the trust company should enter 
the field in the management of the pro- 
ceeds of life insurance. It would seem to 
me that where an estate consists chiefly 
of life insurance and the amount in- 
volved is moderate, the management can 
best be handled by proper settlement 
options, if for no other reason than 
that the trust company would find it 
unprofitable. In the larger estates the 
trust companies can provide very valu- 
able service. Settlement options can only 
be used where a definite program is in- 
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volved, calling for regular specified pay- 
ments. Where it is the desire of the donor 
that discretionary powers be exercised in 
the making of settlements, then the settle- 
ment option will not serve and the trust 
company can enter the picture and take 
over the duties of administering and con- 
serving the estate. It is our experience 
that applicants and policyholders in in- 
creasing numbers are requesting that 
complicated settlement provisions be 
provided, which means that the trust © 
company will in all probability be called 
upon’ to handle a continually increasing 
volume of insurance trust business. 
Since life insurance is continually be- 
coming more popular in the creation of 
estates and since taxes on estates are 
constantly increasing, it is logical to ex- 
pect that the life insurance portion of 
the larger estates can be most profitably 
managed by the trust company which is 
charged with the management of the 
other assets, particularly since in many 
instances the proceeds of the life insur- 
ance policies constitute the principal 
source of cash which will be available to 
meet the taxes promptly as they fall due. 


AMERICAN NATIONAL INSURANCE 
COMPANY 


W. L. Moody, Jr., President 


In the case of our Company, the mat- 
ter of life insurance trusts has been, 
up to a comparatively recent date, of 
very little importance, for the reason 
that by far the greater number of poli- 
cies issued were for modest amounts and 
those for larger amounts fairly infre- 
quent, so that at this time our opinions 
in the matter of life insurance trusts 
are in the process of formation, and we 
can not answer definitely the questions 
you propose. It may be, however, as our 
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experience accumulates, that we will be 
able to provide a more definite answer at 
some time in the future. 


THE CANADA LIFE ASSURANCE 
COMPANY 
Leighton McCarthy, K. C., President 


While Life Insurance Trusts are gen- 
erally considered to apply to larger es- 
tates, there are many instances where 
the man of moderate means may also 
best serve his purposes through a Trust 
Company. 

Settlement Options under Life Insur- 
ance policies provide definite plans of 
distributing their proceeds and are used 
very extensively. There are, however, 
cases where discretionary powers vested 
in a Trust Company are vital to the best 
interests of an Estate, and Life Insur- 
ance funds so arranged give a much 
needed flexibility. 

The advisability of forming an Insur- 
ance Trust, in our opinion, would depend 
entirely upon a careful examination of 
each individual case. 


Income Settlements and Life 
Insurance Trusts 


Albert G. Borden, Second Vice Presi- 
dent of the Equitable Life Assurance 
Society of New York, made an interest- 
ing presentation of the subject of In- 
come Settlements and Life Insurance 
Trusts at the recent regular meeting of 
the Boston Life Insurance Council. He 
spoke from the standpoint of a life in- 
surance salesman and he illustrated his 
talk with a resume of the occasions 
when the use of Option Modes of Settle- 
ment is most appropriate. 

He stressed the value of the life in- 
surance estate and presented so-called 
“Model Life Insurance Estate.” He said 
—“Life insurance, when intelligently 
utilized can be made to accomplish, in its 
after-death service, some very splendid 
things for your family after you are 
gone. But, it cannot do this of itself 
alone, it requires your planning. If you 
will tell us what you want us to do in 
caring for the future needs of your fam- 
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ily, life insurance generally can be made 
to guarantee what you want done.” 

“A Life Insurance Estate when prop- 
erly set up represents a definite share in 
a superb Investment Trust, bought on 
the Instalment plan, and under which 
all unpaid instalments are cancelled at 
death.” 

“It is unfortunately true that due to 
the extreme pressure of our modern eco- 
nomic order the life line of the so-called 
successful men after forty or forty-five 
is a most uncertain one.” 

“Financial success is dependent upon 
two factors—Ability Plus Time. You 
may have the ability, but life insurance 
supplies the factor of time.” 


The Way of A Will 


Burt Kile, cashier of the Chardon Savings 
Bank, Chardon, Ohio, was notified recently 
that one of his customers, the late Mrs. 
Minnie Sherman of East Claridon, had left 
him a bequest of $6,000 in her will. 

Mr. Kile had handled Mrs. Sherman’s in- 
vestments for the past twelve years at her 
request, and had never received compensa- 
tion for his service. 

It came as a shock to find that he was a 
beneficiary in her will. He had advised her 
regarding investments along with other cus- 
tomers and had not been more interested in 
her account than many others he handled. 

A willingness to oblige and a pleasant 
greeting apparently is not always over- 
looked. 

The United States Navy has accepted a 
$300,000 collection of ship models left by 
the will of the late Henry H. Rogers of 
Southampton, L. I. 

The bequest was made in Col. Rogers’ will 
and necessitated a passing of a bill by the 
Senate and House for an appropriation of 
$5,000. 

The collection comprising 107 models 
ranging from six inches to six feet in length 
is to be given to the Naval Academy. A 
committee report described the collection as 
“probably the most valuable” of its kind in 
existence. 

The holographic will of Walt Whitman, 
dated May 15, 1873, was recently sold in 
New York to a book seller for $3,100. 

The will, a three page document, be- 
queathed to his mother, Louise Whitman, 
the plates of his “Leaves of«Grass” and 
other books together with the returns due 
from his publishers. 





Developing New Trust Business 


Solutions of Age-Old Problems Offered by Trust Services 


The Safe Deposit and Trust Company of 
Baltimore, Maryland, is running a series of 
newspaper advertisements with themes 
based on Aesop’s fables and sage sayings. 
Each has a moral applied to trust company 
services, cleverly tied in with the original 
story. 

The continuity of this attractive feature 
is well designed to attract and retain reader 
interest throughout a period long enough to 
tell the complete story adequately, but in 
small and pleasant doses. 

With the natural seriousness attached to 
the majority of trust advertisements, it is 
refreshing to find copy livened up with 
originality that is strikingly pertinent and 
conveying a message that will remain with 
the reader. 

In breaking down the fear that accompa- 
nies clients when discussing estate prob- 
lems, there are few better ways than 
through the impression of being “just 
humans,” and the road to those impres- 
sions can be found with humor. 

In the following illustrations, which are 
duplications of the cuts and texts used but 
not of the make up, one gets an idea of the 
effectiveness of these advertisements. 


Wisdom from an Ant 


If the ant and the grasshopper of Aesop’s 
well-known tale were to appear in human 
shape—we would undoubtedly find each liv- 
ing up to his reputation. The latter, joy- 
ously enough, would fritter away wealth 
and opportunity. The former, however, 
would enjoy the fruits of his industry. After 
he had accumulated his estate he would 
conserve it by forming a living trust with 
this responsible company—as so many wise 
men and women are doing. 


For nearly 60 years Safe Deposit and 
Trust Company of Baltimore has devoted 
its entire forces to managing and conserv- 
ing property exclusively. 

Our trust officers always are glad to dis- 
cuss without obligation, any trust estate 
matters. 

We will gladly send booklet, “You Should Make 

a Will.” 

The presentation of these old sayings ap- 
plied to the modern trust company is itself 
unique, but to couple it with a sound phi- 
losophy such as: “it is too late to whet the 
sword when the trumpet sounds to draw it,” 
accomplishes a dual purpose when followed 
up by, “and it also reminds us that the time 
to make a will is now.” 

The following are typical examples: 


Half and Half 


Tolstoi once told a fable of two sons 
whose dying father requested them to di- 
vide everything equally. They tried to carry 
out his wishes, but when they could come 
to no agreement asked a neighbor for ad- 
vice. This simple soul suggested they cut 
everything in half—utensils, raiment, and 
livestock—which they did. In the end, of 
course, they had nothing. 

The wise man today knows that more 
harm than good usually results from neigh- 
borly advice in estate matters. He therefore 
protects his beneficiaries against such ad- 
vice, and protects his estate from the pos- 
sibility of inexperienced management by 
having a capable lawyer draw his will and 
naming this responsible company executor 
and trustee. 


We will gladly send booklet, ‘““You Should Make 
a Will.” 
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Two Mice 





“Give me barley bread in peace and se- 
curity before the daintiest feast where Fear 
and Care are in waiting.” Thus spoke the 
little Country Mouse to the City Mouse, and 
she exhibited profound common sense in her 
choice. Obviously she knew that Fear and 
Care in waiting easily disrupt one’s life. 

In this day and age—when economic con- 
ditions are in such upheaval—the wisest 
course in protecting and managing your 
property is to create a trust with Safe De- 
posit and Trust Company of Baltimore. 
Your property will be managed from the 
standpoint of “safety first and always” in 
order to bring in a substantial and regular 
income for as long a time as specified by 
you. 

Courteous trust officers will gladly and 
without obligation explain any trust mat- 


ters. 
We will gladly send booklet on wills and testa- 
mentary trusts. ; . 





The Individual Creates—The 
Trust Company Conserves 


The Manufacturers Trust Company, New 
York City, has recently issued an attractive 
booklet entitled, “Let Us Help to Conserve 
What You Have Created.” The booklet, 
8%"x7", has a rich, plain white cover. 

The opening page starts with the oft- 
quoted remark, “in America the span from 
shirt sleeves to shirt sleeves is only three 
generations.” It is then stated that the aver- 
age American certainly has the ability to 
create and the genius for constructive 
achievement, and any plan, to him, for con- 
servation appears to be an admission of 
doubt that those who follow will not have 
the same ability. 

The extravagant opportunities to amass 
huge fortunes at the cost of no skill is fast 
diminishing, and although faith is expressed 
in the opportunities at hand it is pointed out 
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that competition is today most severe. 

These thoughts are woven into the func- 
tions of a trust company which is equipped 
with a competent staff that can perform 
duties much more “economically and expert- 
ly than can the individual without organ- 
ization or previous experience.” Extracts 
from the booklet follow: 


A Safe Keeping Account 


One of the first steps in conservation is 
the proper care of your own securities. A 
busy man finds it too easy to neglect this, 
and many small losses result from delay in 
cashing coupons, from failure to note 
maturities, called bonds, or redemptions, or 
from faulty management or oversight of any 
of the many details involved in the owner- 
ship of securities. Besides, most men find 
this task of supervision irksome and incon- 
venient. 

Your trust company will do all this for 
you through a safe keeping account, which 
you can open as easily as a checking ac- 
count, and probably at an actual saving to 
you, since the annual charge for this service 
is so small that it would be offset by any 
one of the various delays or mistakes that 
are so hard to avoid unless the task becomes 
routine, as it is with the trust company * * * 

A second step in this process of conserva- 
tion is establishment of 


A Living Trust 


A fundamental principle of investment is 
diversification—not carrying too many of 
your eggs in one basket. This principle is 
commending itself more and more to con- 
servative business and professional men in 
the form of establishing a source of income 
for themselves and their families which 
shall be independent of their business or 
calling. The average man has two great ob- 
jectives—notable achievement in his chosen 
field, and the proper care of his family. * * * 

A Living Trust is merely a contract by 
which you turn over to your Trust Company 
certain securities or property to be admin- 
istered solely with a view to maintaining a 
reasonable income upon which you and your 
family, or any beneficiary you choose, may 
always depend. You may retain as much of 
the control of this fund as you desire; you 
may establish a permanent trust, or retain 
the right to revoke it when circumstances 
change; you may add to the principal as and 
if you find it possible and desirable; you 
may require your approval of any invest- 
ment of funds, or you may place the entire 
responsibility with the Trust Company. 








A Living Trust is the protection you 
establish for yourself or for others, and 
consequently should be handled altogether 
differently from the working capital which 
is used to promote business, and which may 
therefore disappear completely with the col- 
lapse of the business. 

Your Trust Company will attend to every 
detail in administering such funds. It has 
investment experts trained in problems like 
yours, who study and analyze your holdings 
periodically, and recommend the substitution 
of other securities whenever business trends 
suggest the wisdom of such a course; * * * 


Make Your Will 


The only way that you can be assured of 
the distribution of your estate at a minimum 
of cost and in accordance with your wishes 
and the particular circumstances of your 
heirs, is to make a will. You should consult 
your attorney in this matter and let him 
draw your will, for he is conversant with all 
the complexities of law and taxation which 
pertain to inheritance. But your Trust Com- 
pany can give you real assistance in formu- 
lating a plan for the conservation of your 
estate, And your Trust Company may very 
wisely be appointed executor, or as co-execu- 
tor in case you wish some member of your 
family to share the responsibility of ad- 
ministration. 

Other topics discussed are: “Your Estate 
in Trust” and “Life Insurance Trusts.” 





Measuring Up Beforehand 


The Montclair Trust Company, Mont- 
clair, New Jersey, used a full length six 
column width newspaper advertisement re- 
cently headed and explained as: 

“On February 26, the Comptroller of the 
Currency released regulations prohibiting 
National and State member banks of the 
Federal Reserve System from purchasing 
for their own account bonds which are ‘dis- 
tinctly and predominantly speculative.’ The 
Conservative policies of the Montclair Trust 
Company are so attuned to the principles of 
the Comptroller that, on the day we received 
this ruling, not one single bond in our hold- 
ings of marketable securities came within 
this prohibition. These holdings comprise:” 
* * * and a complete list of the holdings 
were presented under titles of: 

United States Government Obligations 

State and Municipal Bonds 

Bonds Rated AAA 

Bonds Rated AA 

Bonds Rated A 
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Bonds Rated BAA 

The rate, maturity and par value were 
used in the tables. 

The closing lines of the advertisement 
were: 

The market value of these bonds on 
February 29, 1936, was $195,724.02 in excess 
of the amount at which they were carried on 
the books of the Montclair Trust Company. 
The quality of the investments we make for 
our own account, as indicated above, is a 
good index of the care which we exercise in 
the investment of funds of others entrusted 
to us. 





Should sentiment influence 


your choice of an executor? 


Your feelings may prompt you to name your 
wife, son or a close friend in your will as executor. 

But your better judgment warns you that it is 
more sensible to appoint an experienced institution 
which specializes in the technical work connected 
with settling an estate. 

You can satisfy sentiment and realize security 
by appointing Industrial Trust Company jointly 
with an individual, as co-executors of your will. 


Ask our Trust Officers for further details. 
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Reprint of Newspaper Advertisement 


For the Attorney 


“A brief statement regarding the facilities 
and practices of stewardship that character- 
ize our trust department.” 
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This title and the quotation comprise the 
front cover of an attractive booklet issued 
by the First National Bank and Trust Com- 
pany of Tulsa, Oklahoma, during the year 
1935. The relationship between attorneys 
and corporate fiduciaries being always a 
timely subject, we are presenting excerpts 
from this booklet. 


TRUSTEESHIP— is our joint undertaking 


From time to time, Bar Associations, 
throughout the country, have pointed out 
the fact that no matter how close the fields 
of jurisprudence and trusteeship may lie, 
they need not overlap. In the administration 
of any fiduciary matter, they tell us, the 
trustor’s attorney and the trustee he selects 
each has an appropriate function, but they 
have a common master to serve, and a com- 
mon aim. In this joint undertaking, each is 
considerably interested in how the other 
does his work. ; 

Trust companies differ, as do individuals, 
in their experience and facilities for trustee- 
ship. This institution wishes to define to at- 
torneys the principles upon which it seeks 
trust business, and the practices of steward- 
ship under which it discharges its duties. 

One of the tenets governing our Trust 
Department is carefully to delineate be- 
tween the functions of the attorney and 
those of the trustee, and to confine our ef- 
forts to those which pertain properly to 
trust. 


Our Mutual Responsibilities 


It is from the attorney’s pen that we take 
our instructions in all trust matters, and it 
is to the attorney that we look to advise and 
represent us in carrying these instructions 
to completion. Thus the attorney’s work is 
professional, essential, and constitutes the 
very corner-stone of trusteeship. 

The trustee, on the other hand, is charged 
with the care of the property, the selection 
of investments, the accounting, taxation and 
distribution problems, and the manifold re- 
sponsibilities and details of management. In 
the interests of economy and excellence, 
these require a multiplicity of talent, sys- 
tematized organization and permanence 
which no individual executor or trustee, 
however capable, can possess. 


Our Trust Practices 


While the following practices refer large- 
ly to testamentary trusts, by way of illustra- 
tion, they apply in principle to all fiduciary 
services of whatever kind and nature. 
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1. We always seek, in our own interest as 
well as that of the estate to have the will 
drawn by the testator’s own attorney who is 
familiar with his affairs. Likewise, we aim 
to employ his services in any subsequent 
legal work required by the estate. In all 
types of personal and corporate trusteeship, 
this same procedure with respect to attor- 
neys is followed in so far as it is possible. 

2. Acting in any fiduciary capacity, the 
Trust Department takes hold promptly and 
intelligently with an experienced staff that 
is abundantly skilled in how and when to 
take each step. 

3. An experienced Trust Officer is in im- 
mediate charge of every estate, and keeps 
in friendly and intimate contact with the 
beneficiaries. Fellow officers and directors 
advise with him in all important matters, so 
that every major decision rests upon the 
combined thought of the most experienced 
minds in our institution. 

4. He is aided in the supervision of real 
estate by men especially equipped to deal 
effectively with the problems peculiar to this 
type of asset. 

5. Trust investments are never under any 
circumstances purchased from or sold to 
ourselves or any affiliated institution. Estate 
holdings are built, in so far as the assets 
permit, into a scientifically diversified struc- 
ture, with the utmost available safety of 
principal and dependability of income. Each 
individual security as well as every estate 
as a whole is kept under continuous scrutiny, 
and subjected to frequent review and ap- 
proval by special committees of officers and 
directors representing the best judgment of 
our organization. 

6. Constant practice in every phase of in- 
heritance, estate, income and property tax 
procedure provides competent and economi- 
cal handling of this technical and involved 
matter. 

7. Accounting is systematized, and reports 
are simple and easily understood, so that 
interested parties may be kept fully in- 
formed of the details. 

8. The fees charged are consistent with 
those of other reputable trust companies, 
and are nominal in view of the benefits and 
economies accomplished. 

The following facilities for trusteeship, 
as related to both personal and corporate 
matters, are highly developed and give an 
assurance of accuracy, promptness and 
efficiency. * * * 

Pages that follow the above outline va- 
rious duties performed by the corporate 
fiduciary. 





Suggested Schedule of Trust Service Charges 


New Jersey Bankers Association Recommendations 


The Trust Department, to be efficiently 
and carefully conducted, must be oper- 
ated at a profit. Today, as never before, 
corporate fiduciaries are alive to the 
necessity for adequate fees and realize 
that many trust accounts have been ac- 
cepted on a basis that does not even 
meet the actual cost of operation with 
no compensation whatever for the re- 
sponsibility assumed. Trust Service 
Charges should be sufficient to give the 
fiduciary a reasonable margin of profit 
and they should be fair to the benefici- 
aries of trust accounts. 

Your Secretary has received so many 
requests for a schedule of trust service 
charges that the Committee on Trust 
Matters has prepared for the benefit of 
members of this Association a schedule 
of minimum fees for average services. 
In all cases in which more than average 
services are rendered, fiduciaries should 
charge a higher rate commensurate with 
the amount of service and the responsi- 
bility involved. 

It is recommended that all corporate 
fiduciaries operating in a competitive 
area adopt a minimum fee schedule which 
shall not, under any circumstances, be 
lower than the rates suggested herein. 
Competition based upon price cutting 
profits no one. 

Particular attention is directed to the 
paragraph which refers to free services. 
At all times the corporate fiduciary 
should abide by the Statement of Prin- 
ciples of Trust Institutions adopted by 
the American Bankers Association and 
the Statement of Principles Applicable 
to Corporate Fiduciaries and Members 
of the Bar as approved by this Associa- 
tion, the Conference of County Bar As- 
sociations and the New Jersey State Bar 
Association. 


Testamentary and Court Fees 


In all testamentary and court trusts 
and estates, the fees prescribed by the 
laws of the State of New Jersey must 
be adhered to. 
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When a corporate fiduciary is acting 
as co-executor, co-administrator, co- 
trustee or co-guardian, the fee should be 
divided between the fiduciaries in pro- 
portion to the services rendered and the 
responsibility assumed by each one. 


Schedule of Fees for Private Trusts 


a—Revocable or Irrevocable Living 
Trust 
b—Funded Life Insurance Trust 
c—Investment Insurance Trust 
d—Unfunded Insurance Trust 
On Principal 
2% on first $100.000 
144% on the excess 
On Income 
5% on the gross income 

In certain circumstances, the rate may 
be lower as, for example, when the in- 
come exceeds an amount to be agreed 
upon. At the discretion of the fiduciary, 
one-half the principal fee should be col- 
lected within the first ten years, prefer- 
ably at the inception of the trust. 

If a co-trustee or co-trustees are ap- 
pointed his or their fees should be in 
addition to the above schedule. The fol- 
lowing notes apply to Voluntary or Liv- 
ing Trusts: 


Note 1—In the case of revocable trusts, 
if the revocation privilege is exercised 
within five years from the date of the 
agreement, the trustee may adjust this 
compensation on the principal to not less 
than one-half of the fees at the above rates, 
but if revoked after five years from the 
date of the agreement, full compensation 
shall apply. 

Note 2—In the case of trusts under 
which the power to direct investments is 
vested in some one other than the Trustee, 
and the Trustee is not called upon under 
the terms of the indenture to assume or 
discharge any responsibility, control or di- 
rection of investments, the Trustee shall 
receive as its compensation on principal, 
not less than one-half of the rates listed 
above; such reduced rates, however, to ap- 
ply only to the period in which the control 
and direction of investments rests solely 
with and is performed by some one other 
than the Trustee. It is intended that so- 
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called consent or joint control trusts do not 
come within this classification. Commissions 
on income should not in any circumstance 
be reduced. On any happening which im- 
poses on the Trustee control or responsi- 
bility for investments, or the making of 
investments, full fees on principal and in- 
come should be applied. 


Revocation Fees On Insurance Trusts 

If an unfunded insurance trust is re- 
voked, a fee of 1/10 of 1% of the face 
amount of insurance, with a minimum 
of $25 should be charged. If a funded 
insurance trust is revoked, the fee may 
be based upon the value of securities 
held. 


Business Insurance Trusts 


An annual charge, commensurate with 
the services performed and responsibil- 
ity assumed, should be made. 

For collection of insurance and dispo- 
sition of proceeds and stock the fee 
should be 114% of first $100,000 and 1% 
on excess on the amount of insurance 
collected or value of stock sold, which- 
ever is the larger. 


Custody for Individuals and Corporations 

The services to be rendered under this 

heading are briefly as follows: 

(a) Custody of securities and mort- 
gages. 

(b) Collection of Income, execution of 
necessary ownership certificates 
and advice to depositor of all col- 
lections. 

(ec) Collection of maturing or called 
principal and advice to depositor. 

(d) Exchange of temporary for defin- 
itive securities. 

(e) Notification to depositor of calls, 
subscription rights, defaults in 
principal or interest, and the 
forming of protective committees. 

(f) Buying, selling, receiving or de- 
livering securities on specific di- 
rections. 

Fees on Bonds: 

1/10 of 1% per annum on the first 
$500,000 face value, 1/15 of 1% per 
annum on the next $500,000 face 
value, 1/20 of 1% per annum on the 
excess of $1,000,000 face value. Or 
the fee may be based on income, 
which should not be less than 2%. 


Fees on Stock: 
4c per share per annum on the first 
50,000 shares (irrespective of the 
par value), 2%4c per share per an- 
num on the excess. Or the fee may 
be based on income, which should 
not be less than 2%. 


Note 1—On large blocks of stocks or 
bonds, a special rate may be quoted, to be 
not less than 1/3 of the above. 

Note 2—An activity charge may be 
added to the above custodian charge at a 
rate not lower than 5c per item received 
and delivered. 

Note 3—Minimum annual fee $25. 


Fees on Mortgages: 

$1.00 per annum per $1,000 face 
value of the mortgage. This service 
does not include responsibility for 
the renewal of fire insurance or the 
payment of taxes or assessments on 
the mortgaged premises. If mort- 
gages deposited are fully serviced, 
the annual charge should be % of 
1% of the face value of mortgages 
deposited. 


Escrow Accounts 

Fees for acting as Escrow Depositary 
under an agreement or letter of instruc- 
tion should be based on the services ren- 
dered and responsibility assumed. The 
minimum fee for any one account should 
be $25 per annum or part thereof. This 
is in addition to legal fees and other 
costs. 


Corporate Trust Fees 

Corporate Trust fees should be in ac- 
cordance with the schedule of fees rec- 
ommended by the Corporate Fiduciaries 
Association of New York City, or the 
Corporate Fiduciaries Association of 
Philadelphia, copies of which can be ob- 
tained by writing the Secretaries of 
those associations. 


Agency Accounts and Additional Services 

An Agency Account shall involve, in 
addition to the duties of a custodian ac- 
count, the performance of specific duties 
with reference to customers’ properties, 
and the fees should be regulated by re- 
sponsibility involved and services ren- 


dered. 
(Continued on Page 448) 





Pledge of Securities for Protection of Trust Funds 


Compilation of Provisions of State Banking Statutes Requiring Pledge or 
Deposit of Assets to Protect Fiduciary Obligations of Trust Departments 


ALABAMA 


Any corporation organized and operating 
as a trust company, State or National Bank, 
authorized by law to do a trust business, 
may deposit with the State Treasurer 
United States Bonds, Farm Loan Bonds 
issued by the Federal Land Banks or Joint 
Stock Land Banks pursuant to the Federal 
Farm Loan Act, Alabama Bonds, Bonds of 
any city or county in the State of Alabama, 
or mortgages which are first liens on real 
estate, worth in each case double the face 
of the mortgage; situated in this State, to 
an amount of not less than twenty-five 
thousand dollars, and may increase said de- 
posit from time to time, or reduce the same 
to an amount not less than twenty-five 
thousand -dollars, or may withdraw the de- 
posit entirely, provided such Trust Compa- 
nies or Banks have made final settlement 
and accounted for all assets in their pos- 
session and under their control by reason of 
any appointment under this article. Immedi- 
ately upon the appointment of any bank or 
trust company to act as guardian, adminis- 
trator, executor, receiver or trustee by the 
judge of any court in this State, under sec- 
tion 6395 of the Code, said judge shall cer- 
tify such appointment under his seal of of- 
fice to the State Treasurer of Alabama, giv- 
ing the name and amount of assets of the 
estate or cestui que trusts, and upon receipt 
of said certificate, the State Treasurer shall 
charge against any deposit the liability 
under said appointment. * * * 

The State Treasurer shall, from time to 
time, furnish the company making such de- 
posit with a proper certificate showing the 
fact of the deposit and containing an exact 
description of the bonds or other securities 
deposited. Such deposit is to secure the pay- 
ment of all liabilities of the company mak- 
ing the deposit as guardian, administrator, 
executor, receiver, or trustee under appoint- 
ment of any court of this State, where the 
company has claimed exemption from giv- 
ing bond by reason of having this deposit; 
and all such liabilities shall constitute a first 
claim on said bonds or other securities de- 
posited as against all other liabilities of said 
company. * * * 

When such company desires exemption 
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from giving any such bond it shall file with 
the officer who would otherwise require such 
bonds a sworn statement showing the 
amount in value of the bonds or other 
securities on deposit with the State Treas- 
urer, and that the liabilities of the company 
protected by such deposit do not exceed five 
times the par value of said bonds or other 
securities, together with a certificate from 
the State Treasurer showing the amount of 
such deposit. * * * 


CALIFORNIA 


The capital requirements for engaging in 
a trust business in this State are set forth 
in the provisions of Section 90 of our Bank 
Act. Sections 90 to 107 deal exclusively with 
the matter of trust companies, capital re- 
quirements, securities which must be 
pledged and the amounts for the faithful 
performance of Court and Private trust 
functions. 


The Act requires that a trust company or- 
ganized in a locality with a population of 
less than 100,000 persons, must have a paid 
in capital of $100,000.00 in cash and a sur- 
plus and contingent fund equal to 25 per 
centum of such capital. In this case, before 
accepting any trust business, the company 
must then segregate, apportion and set aside 
at least $50,000.00 of such paid up capital 
as security for the faithful performance 
and execution of Private Trusts, and at least 
$50,000.00 for the faithful performance and 
execution of Court Trusts. Securities must 
be then deposited through this office with 
the State Treasurer to guarantee the faith- 
ful performance of Court and Private Trust 
functions, said securities to have at least a 
market value of $50,000.00 for each class of 
business. When the Court Trust business 
accepted amounts to $500,000.00 said com- 
pany must then deposit an additional $50,- 
000.00 in securities with the State Trea- 
surer for this class of business, and auto- 
matically is required to increase its deposits 
by a similar sum of securities on account 
of its Private Trust business. From that 
point further the deposit on account of the 
Court Trust business increases but the 
Private Trust securities remain at a mini- 
mum of $100,000.00. 
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A trust company organized in a location 
where the population exceeds 100,000 per- 
sons is required to have a paid in cash 
capital of at least $200,000.00. A company 
in such a location is required to segregate 
and apportion its capital, $100,000.00 for 
Court Trust business and a similar amount 
for its Private Trust business. It then de- 
posits securities in the same amounts with 
the State Treasurer to guarantee the faith- 
ful performance of any Court or Private 
trust business accepted. From that point 
forth the deposit with the State Treasurer is 
increased as trust business increases and in 
accordance with the provisions of Section 98 
of the Bank Act. 

Title companies which are authorized to 
engage in a trust business by their Articles 
of Incorporation must also capitalize under 
the same conditions as a company organized 
exclusively to function as a trust company. 
National banks are allowed to engage in. a 
trust business in this State and under the 
provisions of Section 48a of the Act are also 
required to guarantee the faithful perform- 
ance of Court and Private Trust functions 
by depositing securities with the State 
Treasurer in the same manner and for the 
same purposes as state trust companies 
under the provisions of Sections 90, 96, and 
98 of the Bank Act. National banks do not 
set up a separate capital for a trust depart- 
ment but merely assign and deposit securi- 
ties with the Treasurer in the amounts re- 
quired. , 

A departmental institution, namely one 
that might conduct a commercial and sav- 
ings banking business as well as a trust bus- 
iness, is also required to have a separate 
capital apportioned to the trust department, 
which capital must meet the requirements 
of Section 90, and be segregated for the 
faithful performance of trust duties, as well 
as other trust companies. Securities are also 
deposited with the State Treasurer, on be- 
half of the trust department; said securities 
are of the character required and in the 


amounts prescribed. 
(Letter from State Superintendent of Banks.) 


CONNECTICUT 

Any such corporation [state banks and 
trust companies] may receive on deposit 
public funds or money held in a fiduciary 
capacity; may act as a depositary of court 
and trust funds and may act as guardian, 
conservator, trustee, receiver, executor or 
administrator of the estate of any person, 
but not of the person of any ward, without 
bond, unless a bond shall be ordered by the 
court, but the capital stock and assets of 


such corporation shall be held as security 
for the faithful performance of its duties 
under such appointment. 

FLORIDA 


That it shall be unlawful for any officer, 
director or employee of any trust company 
doing business in this state to deposit the 
uninvested funds belonging to any particu- 
lar trust, for which such trust company shall 
be trustee, in the banking department of the 
trust company itself, or with any other 
bank, trust company, corporation, partner- 
ship or individual, without first taking full 
and adequate security therefor in one or 
more of the following securities, viz: * * * 

That said company shall deposit with the 
State Treasurer a sum equal to twenty-five 
per centum of its paid in capital stock: Pro- 
vided, That in no event shall such deposit 
be less than twenty-five thousand dollars, 
such deposits to be in cash or equal market 
value of bonds, stock, or other securities of 
equal market value, which shall include ap- 
proved mortgages or deeds of trust of real 
estate to be kept by the State Treasurer in 
trust for said company, and for which he 
shall give his official receipt embracing a 
full and complete list of such securities and 
the values of the same at the time received: 
Provided such values shall be fixed by the 
Treasurer, Attorney-General and Comptrol- 
ler. Said securities shall be held subject to 
the payment of any judgment or decree 
which may be rendered against said com- 
pany. * * * 

GEORGIA 

That all banks in this state having and 
exercising trust powers and privileges and 
trust companies, saving banks and security 
or guarantee companies and corporations 
doing a trust business, or exercising the 
rights, powers and privileges of trust com- 
panies, and having on hand uninvested trust 
funds shall secure them by setting aside 
with or pledging to their trust departments 
a sufficient amount of bonds of the United 
States of America or of the State of 
Georgia, at their par value, the same to be 
held and kept as pledged security for the 
payment from time to time of all uninvested 
trust funds, the par value of such bonds 
being at all times equal to the amount of 
such funds. 

IDAHO 

That funds received or held in the trust 
department of a bank or trust company 
awaiting investment or distribution may be 
deposited in the commercial part of the bank 
or trust company to the credit of the trust 
department, provided that the bank first de- 
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livers to the trust department, as collateral 
security, United States bonds, or other 
readily marketable securities owned by the 
bank or trust company, which collateral 
security shall at all times be at least equal 
in market value to the amount of the funds 
so deposited. 
ILLINOIS 

Each company in all cities and towns of 
100,000 inhabitants or more, before accept- 
ing any such appointment of deposit, shall 
deposit with the Auditor of Public Accounts 
the sum of $200,000, and each company in 
all cities and towns of less than 100,000 in- 
habitants shall deposit with the Auditor of 
Public Accounts the sum of $50,000, said 
deposits to be for the benefit of the credi- 
tors of said company, and to consist of 
bonds of the United States or municipal 
bonds of this State, or in mortgages on im- 
proved and productive real estate in this 
State, being first liens thereon, and the real 
estate being worth at least twice the amount 
loaned thereon. * * * And all said securities 
to be subject to sale and transfer and to the 
disposal of the proceeds by said Auditor 
only on the order of a court of competent 
jurisdiction and as hereinafter provided.* * * 

Provided, however, that when it shall 
appear to the Auditor of Public Accounts, 
from the annual report of any such com- 
pany that the value of the personal property 
and cash held and possessed by such com- 
pany by virtue of the provisions of this 
Act, and any amendment thereof, exceeds 
ten times the amount of the deposit afore- 
said, he shall require said companies, if in 
cities or towns of 100,000 inhabitants or 
more, to forthwith increase said deposit to 
the sum of $500,000 in such securities, and 
in all cities and towns of less than 100,000 
inhabitants to forthwith increase its said 
deposit to the sum of $125,000 in such se- 
curities. * * * 


INDIANA 


The court having jurisdiction of the fidu- 
ciary at any time, whether before or after 
acceptance of any fiduciary appointment, 
may require a bond or other security, and 
upon failure of such corporation to give a 
bond of security as required, may remove 
such corporation and revoke its appoint- 
ment. No bank or trust company shall 
pledge or deposit any of its assets as a 
condition to the exercise of any of its 
powers as a fiduciary. 


IOWA 


Every state or savings bank, or trust 
company, acting as guardian, administrator, 
executor, trustee, assignee, receiver, or cus- 
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todian shall execute a bond for the faith- 
ful performance of the trust confided to it 
in like sum and with like penalties as is re- 
quired by individuals. 

The superintendent of banking, upon be- 
ing furnished with satisfactory evidence of 
said corporation’s helease and discharge 
from all of the obligations and trusts as- 
sumed by virtue of this chapter, shall there- 
upon return to such corporation the securi- 
ties deposited by it with him. 


KENTUCKY 


Upon all bonds required to be executed by 
such corporation in, or before, any court, 
the capital stock shall be taken and con- 
sidered as the only security required for the 
faithful performance of its duties; and no 
other security shall be required, unless the 
court or officer in or before whom the bond 
is executed or some party in interest de- 
mands it. 

LOUISIANA 


When any court shall appoint said bank 
as executor, administrator, syndic, receiver, 
curator, tutor, trustee or assignee, or shall 
authorize the deposit of money or other 
valuables of any kind with said bank, the 
capital stock as paid in shall be taken and 
considered as security required by law for 
the faithful performance of its duties as 
such fiduciary; provided the court shall have 
the right to require other security, if it shall 
deem proper. The court may, if it deems 
necessary, from time to time, require addi- 
tional security. * * * 

MAINE 

A bank or trust company shall not have 
the power to pledge or hypothecate any of 
its assets as security for deposits made with 
it, except for the following: * * * 

Funds deposited by a trust company, in 
its own commercial department, which 
funds are being held by such bank and 
trust company in a fiduciary capacity, and 
are being deposited by it pending invest- 
ment or distribution. 


MARYLAND 

Any such Corporation whether incorpor- 
ated under the article or by special act, 
which shall hereafter be appointed Execu- 
tor, Administrator, Guardian, Trustee, Re- 
ceiver, Committee or Depository by the 
Order of any Court shall be required to give 
bond for the faithful performance of its 
duties in all cases where such bond is or 
may be required of a natural person so ap- 
pointed or acting, provided such bond shall 
be requested by any person in interest or 
ordered by the Court. 
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MICHIGAN 


Funds deposited or held in trust by such 
bank awaiting investment, shall be carried 
in a separate account and shall not be used 
by the bank in the conduct of its banking 
business unless it shall first set aside in the 
trust department an equal amount in United 
States bonds or other securities approved 
by the commissioner of the banking depart- 
ment. Before any bank shall be authorized 
to exercise any of the powers enumerated 
in this subdivision, it shall by resolution of 
its board of directors, approved by the com- 
missioner of the banking department, desig- 
nate what proportion of its capital stock 
and/or surplus (not less than the minimum 
capital required by law for trust com- 
panies) shall be allocated to its proposed 
trust business. The commissioner of the 
banking department may, from time to time, 
require such proportion to be increased, or 
may, from time to time, consent to its de- 
crease, but in no event shall the capital and 
surplus be less than the minimum combined 
capital required by statute for the organiza- 
tion of a bank and trust company in the 
city or village where the bank is lo- 
cated. * * * 

As soon as possible, and not later than 
six months, after any such trust company 
has commenced business under the pro- 
visions of this act, it shall deposit with the 
state treasurer of this state not less than 
_ fifty per cent of the amount of its capital 

stock, except that if such amount shall ex- 
ceed the sum of two hundred thousand dol- 
lars, then the sum of two hundred thousand 
dollars in amount; such deposit to be in 
bonds and mortgages, or notes and mort- 
gages on unencumbered real estate within 
the state of Michigan, worth double the 
amount secured thereby, or public stocks 
and bonds of the United States, or any state 
of the United States, that has not defaulted 
on its principal or interest within ten years, 
or of any organized county or township, or 
incorporated city or village, or school dis- 
trict, in this state, or in any other such 
state, duly authorized to be issued, and upon 
all which bonds or other securities there 
shall have been no default in the payment 
of interest or principal; which * * * shall 
be held by the state treasurer, in trust, as 
security for the depositors and creditors of 
said corporation. * * * 

Such proportion of the capital stock 
and/or surplus of the [trust] company and 
the deposits of said company in its com- 
mercial or savings bank business and all 
assets represented thereby shall be segre- 
gated from the other assets of the company, 
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and all such other securities and assets of 
the company shall be segregated as trust 
department assets and held by the company 
primarily for the benefit and security of the 
creditors of the company in its trust de- 
partment. * * * 


MINNESOTA 


The capital of every trust company here- 
after organized having its principal place 
of business in any city of less than 25,000 
inhabitants shall not be less than $50,000. 
00; the capital of every trust company 
hereafter organized having its principal 
place of business in a city of more than 
25,000 inhabitants and less than 100,000 
inhabitants shall not be less than $75,000. 
00; the capital of every trust company here- 
after organized having its prinicipal place 
of business in a city of more than 100,000 and 
less than 200,000 inhabitants shall be not less 
than $100,000.00; and the capital of every 
trust company hereafter organized having 
its principal place of business in a city of 
more than 200,000 inhabitants shall be not 
less than $200,000.00; but the capital stock 
of any trust company shall not be in excess 
of $2,000,000.00. No trust company here- 
after organized shall transact any business 
until all of its authorized capital stock has 
been paid in, in cash, or, if such authorized 
capital be more than $200,000.00, until at 
least $200,000.00 thereof has been paid in, 
in cash, and at least 50 per cent of the 
capital of all trust companies of less than 
$200,000.00 and 25 per cent of the capital 
of all trust companies of $200,000.00 or 
more hereafter organized has been invested 
in one or more of the first, second, third 
and fourth classes of authorized securities 
and railroad bonds as described by that 
statute, and also in the farm loan bonds 
issued by the federal land banks duly as- 
signed and transferred to and deposited 
with the state treasurer, or, if its capital 
stock be more than $200,000.00, until at 
least one-fourth thereof has been so in- 
vested, assigned, transferred and deposited. 
The state treasurer shall submit the securi- 
ties: deposited to the commissioner of banks, 
who shall carefully examine the securities 
offered for deposit and ascertain that they 
comply with all the provisions of law ap- 
plicable thereto. Upon receipt of an order 
of the commissioner of banks, the state 
treasurer shall issue his receipt therefor. 
Such deposit shall be maintained unim- 
paired as a guaranty fund for depositors 
and creditors and for the faithful dis- 
charge of its duties, * * * provided, how- 
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ever, that any company may hereafter be 
organized, with its principal place of busi- 
ness at any place within the State of 
Minnesota, with a capital of not less than 
Ten Thousand Dollars ($10,000.00), to be 
paid in cash, of which fifty per cent (50%) 
shall be invested in authorized securities 
and deposited with the State Treasurer as 
provided in this section. * * * 

No state bank hereafter organized with 
authority to exercise fiduciary powers pur- 
suant to the provisions of this act, the 
corporate name of which contains the 
words “trust” or “trust company,” shall 
transact any banking or trust business until 
it shall have invested in and assigned, 
transferred to, and deposited with the Com- 
missioner of Banks the authorized securi- 
ties described in and required by Mason’s 
Minnesota Statutes of 1927, Section 7662. 
* * * 

In order to exercise the powers herein 
conferred, any such bank shall invest and 
keep invested in one or more of the first, 
second, third, fourth, seventh and eighth 
classes of authorized securities, at least 
fifty per cent of its capital if its capital 
be less than two hundred thousand dollars, 
or at least twenty-five per cent of its capi- 
tal if its capital be two hundred thousand 
dollars or more, which securities in the 
amounts above provided shall be duly as- 
signed, transferred to and deposited with 
the superintendent of banks, and shall be 
maintained unimpaired as a guaranty fund 
for the integrity of its trusts and for the 
faithful discharge of its duties, in connec- 
tion therewith. * * * 


MISSISSIPPI 


Funds deposited or held in trust by the 
bank awaiting investment or distribution 
shall be carried in a separate account and 
shall not be used by the bank in the con- 
duct of its business unless it shall first set 
aside in the trust department United 
States. bonds or bonds of the State of 
Mississippi, or any subdivision thereof, the 
market value of which shall at all times be 
not less than 10 per cent in excess of the 
total funds so held. 


MISSOURI 


The directors may from time to time set 
apart, as a trust guaranty fund, such por- 
tion of the profits as they may consider 
expedient. Such fund shall be invested in 
such securities only as are legal for the 
investment of trust funds. The accounts 
of this fund, and the securities in which 


443 


it is invested, shall be kept in the trust de- 
partment. 

Any company now doing business in this 
state or which may hereafter be organized 
under the provisions of this article to do 
business in this state, which shall make 
with the finance commissioner a deposit of 
two hundred thousand dollars, consisting 
of cash, or United States, state, county, 
municipal or other bond, or bonds, notes, 
or debentures secured by first mortgages 
or deeds of trust on unencumbered real 
estate in the state of Missouri, worth at 
least double the amount loaned thereon, or 
such other first-class securities as the said 
commissioner may approve, * * * shall be 
permitted to qualify as guardian, curator, 
executor, administrator, assignee, receiver, 
trustee, or in any other fiduciary capacity, 
by appointment of any court, or under will, 
or depository of money in court, without 
giving bond as such. * * * 


NEW HAMPSHIRE 


Every corporation when appointed in 
such [fiduciary] capacity shall give bond 
of an indemnity company licensed to do 
business in this state. 


NEW JERSEY 


Any corporation so authorized by the 
commissioner of banking and insurance, to 
exercise the [fiduciary] powers in this act 
enumerated, shall give bond, may set apart 
a fund or funds specifically devoted to 
securing its liabilities in capacities of trust 
and confidence and deposit securities repre- 
senting said funds, with the registrar of the 
prerogative court, in the same manner as 
is now or may hereafter be provided or re- 
quired by law and the rules of the court 
for corporations organized under “An act 
concerning trust companies (Revision of 
1899),” * * * and that the liabilities of 
such corporation for which the fund afore- 
said is specially responsible, as hereinafter 
provided (including all funds and securities 
of such trust about to come to it under the 
appointment then in contemplation), do not 
exceed five times the value of such specially 
created and deposited fund, unless said 
fund shall amount to or exceed one hundred 
thousand dollars, in which case, if the 
liabilities aforesaid are in excess of one 
million dollars but not more than five mil- 
lion dollars, the affidavit shall be that the 
liabilities aforesaid do not exceed ten times 
the value of such specifically created and 
deposited fund, and if the liabilities afore- 
said are in excess of five million dollars, 
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then the affidavit shall be that the value of 
such specifically created and deposited fund 
is not less than five hundred thousand 
dollars. * * *-No such security for such 
deposits shall hereafter be required of any 
trust company to the extent that such de- 
posits are insured by such trust company 
under and by virtue of the provisions of 
section 12B of the Federal Reserve Act, as 
amended, or any other of the laws of the 
United States of America pertaining there- 
to. 


NEW MEXICO 


Any such corporation which shall make 
with the Auditor of the State, a deposit of 
not less than ten thousand dollars nor more 
than two hundred thousand dollars as the 
Auditor of the State may from time to time 
require, * * * and which shall satisfy said 
Auditor of its solvency, and shall have re- 
ceived the certificate of said Auditor that 
said corporation has made said deposit and 
satisfied him of its solvency, it being hereby 
made the duty of said Auditor to issue such 
certificate in accordance with the facts, 
shall be permitted to qualify as executor, 
administrator, guardian, trustee, receiver, 
assignee, committee or other fiduciary 
capacity, or under will, or depository of 
money in court, without giving bond as 
ma! *** 


NEW YORK 


Every trust company shall, until an or- 
der of the supreme court is obtained declar- 
ing the business of the trust company closed, 
keep on deposit with the superintendent of 
banks interest bearing stocks or bonds of 
the United States or of this state, or of any 
city, county, town, village or free school dis- 
trict in this state, authorized by the legis- 
lature to be issued, to the amount in value 
of ten per centum of its capital stock, but 
not less in any case than: 


1. One hundred thousand dollars, if its 
principal place of business is located in a 
city the population of which exceeds five 
hundred thousand; 

2. Fifty thousand dollars, if its principal 
place of business is located in a city the 
population of which exceeds one hundred 
thousand, but does not exceed five hundred 
thousand; 

3. Thirty thousand dollars, if its princi- 
pal place of business is located in a city the 
population of which exceeds twenty-five 
thousand and does not exceed one hundred 
thousand; 
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4, Twenty thousand dollars, if its princi- 
pal place of business is located elsewhere 
in this state. 

Such securities shall be registered in the 
name of the superintendent of banks of the 
State of New York in trust for the credi- 
tors of and depositors with such trust com- 
pany and subject to sale and transfer, and 
to the disposal of the proceeds thereof by 
the superintendent only on the order of a 
court of competent jurisdiction. 


NORTH CAROLINA 


All funds received in the trust depart- 
ment of a bank or trust company engaging 
in the trust business awaiting investment or 
distribution or for other purposes in con- 
nection with its trust business, shall be 
immediately invested or distributed or de- 
posited to the credit of the trust depart- 
ment in the commercial department or sav- 
ings department of the bank, or to the 
credit of the trust company in a bank: Pro- 
vided, that the bank or its commercial de- 
partment or savings department shall first 
deliver to the trust department or trust 
company, as collateral security, securities 
eligible for the investment of the sinking 
funds of the State of North Carolina equal 
in market value to the uninvested or un- 
distributed funds, or readily marketable 
commercial bonds having not less than a 
recognized A rating in an amount equal 
to 125% of the fund so deposited * * *. 


NORTH DAKOTA 


Whenever any such [trust] corporation 
shall have so invested fifty thousand dollars 
of its paid-in capital, and shall assign, 
transfer and deliver to the State Treasurer 
the said securities and all evidences of 
such investment so made, he shall execute 
and deliver a certificate of such deposit; 
and thereupon the said corporation may 
commence and carry on business under the 
provisions of this Chapter. The State 
Treasurer and his successors in office shall 
hold the said securities so deposited with 
him as collateral security for the depositors 
and creditors of said corporation, and for 
the faithful execution of any trusts which 
may lawfully be imposed upon or accepted 
by such corporation; * * * provided its 
whole deposit shall at no time be less than 
one-sixth of its capital stock. 

If it shall appear to the State Examiner 
from any examination made by him that 
such corporation has committed a violation 
of the law or that it is conducting busi- 
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ness in an unsafe or unauthorized manner, 
or that the deposit made by it with the 
State Treasurer as hereinbefore provided, 
is insufficient to protect the interests of all 
concerned, then the State Examiner shall, 
* * * direct * * * further deposit with the 
State Treasurer in an amount sufficient to 
insure the safety of its trusts, deposits 
and liabilities. 
OHIO 


No trust company, or corporation, either 
foreign or domestic, doing a trust business, 
shall accept trusts which may be vested in, 
transferred or committed to it by a person, 
firm, association, corporation, court or other 
authority, of property within this state, 
until its paid-in capital is at least one 
hundred thousand dollars, and until such 
corporation has deposited with the treas- 
urer of state in cash the sum of one hun- 
dred thousand dollars, except that the full 
amount of such deposit by such corporation 
may be in bonds, (etc.) * * * 

The capital stock of such trust company, 
with the liabilities of the stockholders ex- 
isting thereunder, and the fund deposited 
with the treasurer of state as provided by 
law shall be held as security for the faith- 
ful discharge of the duties undertaken by 
such trust company in respect to any trust, 
and no bond or other security, except as 
hereinafter provided, shall be required from 
any such trust company for or in respect to 
any trust, nor when appointed executor, 
administrator, guardian, trustee, receiver, 
assignee, or depositary; except that the 
court or officer making such appointment 
may, upon proper application, require any 
trust company which shall have been so ap- 
pointed to give such security for the faith- 
ful performance of its duties as to the 
court or officer shall seem proper, and upon 
failure of such trust company to give 
security as required may remove such trust 
company and revoke such appointment. 


PENNSYLVANIA 


A bank or a bank and trust company 
shall not have the power to pledge or 
hypothecate any of its assets as security 
for deposits made with it,-except for the 
following: * * * 

Funds deposited by a bank and trust 
company, in its own commercial depart- 
ment, which funds are being held by such 
bank and trust company in a fiduciary 
capacity, and are being deposited by it 
pending investment or distribution. 

A bank and trust company or a trust 
company, acting as a fiduciary, shall not 
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be required to execute the bond or put up 
the security required by law of fiduciaries, 
but its capital shall be considered as the 
security required by law for the faithful 
performance of its duties. The capital of 
such bank and trust company shall be 
absolutely liable in case of any default 
whatsoever. 

Funds held by a bank and trust company 
or a trust company as fiduciary awaiting 
investment or distribution, may be deposited 
in any other institution, in any national 
banking association, or with any corpora- 
tion or person in any other state, which is 
authorized to receive deposits and is subject 
to the full supervision of the banking authori- 
ties of such other state, or, in the case of 
a bank and trust company, may be used by 


‘it in the conduct of its business. If such 


funds held by a bank and trust company 
as fiduciary are used by such bank and 
trust company in the conduct of its busi- 
ness, there shall be pledged or hypothecated 
by such bank and trust company, with the 
trust department of the bank and trust com- 
pany acting as fiduciary, interest-bearing 
bonds or other obligations of the United 
States or of the Commonwealth of Penn- 
sylvania, or such other securities as may 
be approved by the department. The par 
value of the bonds, other obligations, or 
securities so pledged or hypothecated to 
secure such funds, or the market value if 
such market value is less than the par 
value, shall at all times be equal to an 
amount not less than the funds so used or 
deposited. * * * © 


RHODE ISLAND 


Such portion of the assets of every 
trust company, other than the assets of its 
savings or participation department, as 
shall equal in value the par value of its 
capital stock shall stand pledged, and shall 
be taken and considered as the security re- 
quired by law, for the faithful perform- 
ance of its duties as trustee, executor, 
administrator, custodian, conservator, guard- 
ian, assignee or receiver, except as other- 
wise provided, and for the deposits made 
by executors, administrators, custodians, 
conservators, assignees, or receivers, trus- 


tees, or guardians; * * * 


Every trust company shall be required to 
deposit with the general treasurer of this 
state, in bonds of this state or of the state 
of New York, or of some of the New Eng- 
land States or of the United States, or in 
the bonds, notes, or other financial obliga- 
tions of any town or city in this state, or 
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in any securities of the classes in which 
the board of commissioners of sinking 
funds of this state are authorized to invest 
the moneys received by them, or in first 
mortgages on improved real estate in this 
state of the class required for savings 
bank investments, an amount that shall be 
at all times equal in value to twenty per 
centum of the entire capital stock of said 
corporation, which bonds shall be held by 
said treasurer as an additional security for 
the faithful performance of said corpora- 
tion of its duties as trustee, executor, cus- 
todian, conservator, guardian, assignee, or 
receiver, and also as an additional security 
for the repayment of moneys deposited 
with said corporations by executors, ad- 
ministrators, custodians, conservators, 
guardians, assignees, or receivers, or trus- 
tees on special agreement, and by reason 
of which deposits such depositors are exon- 
erated under this title from personal 
liability to the estates on account of which 
such deposits were made; and the parties 
intended hereby to be secured by such de- 
posits shall, in case of loss, be first fully 
indemnified out of such deposit, in prefer- 
ence to all other creditors of said corpora- 
tion: * * ® 
SOUTH CAROLINA 

The capital stock of such corporation, 
with the liabilities of the stockholders 
thereunder, shall be held as security for 
the faithful performance of the [fiduciary] 
duties undertaken by virtue of the preced- 
ing section, or of any similar provision of 
law; and except as provided in Section 3997, 
no surety shall be required upon the bonds 
filed by such corporation. 

Funds received or held in the trust de- 
partment awaiting investment or distribu- 
tion shall be secured to the trust depart- 
ment if such funds have been deposited in 
its own bank or in any other banking cor- 
poration, by the bonds acceptable for the 
securing of public funds in South Carolina 
and shall be equal in market value to the 
amount of funds so deposited. 

SOUTH DAKOTA 


As soon as possible and not later than six 
months after any such company shall have 
commenced business under the provisions of 
this chapter, or before accepting of any 
trust as contemplated by this chapter, it 
shall deposit with the state treasurer not 
less than fifty per cent of the amount of its 
capital stock, nor more than one hundred 
thousand dollars; such deposit to be in bonds 
and mortgages, or notes and mortgages 
* * * which bonds and mortgages, or notes 
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and mortgages, or bonds shall be held by 
the state treasurer, in trust, as security for 
the depositors and creditors of such corpora- 
tion. 

Such corporation may, in the discretion of 
the court, be required to give security in ad- 
dition to that afforded by its deposits with 
the state treasurer. 

No bank shall receive in its trust depart- 
ment deposits of current funds subject to 
check or the deposit of checks, drafts, bills 
of exchange or other items for collection or 
exchange purposes. Funds deposited or held 
in trust by the bank awaiting investment 
shall be carried in a separate account and 
shall not be used by the bank in the conduct 
of its business unless it shall first set aside 
in the trust department United States bonds 
or other securities approved by the Depart- 
ment of Banking and Finance, the said se- 
curities to be at all times at least equal in 
value to the amount of the funds so de- 
posited. 

Before accepting any trust as provided by 
Section 8985 or before engaging in any 
fiduciary capacity, the bank shall deposit 
with the State Treasurer of the State of 
South Dakota, not less than fifty per cent 
of the capital stock of the said bank, PRO- 
VIDED, HOWEVER, THAT SUCH DE- 
POSIT NEED NOT BE IN EXCESS OF 
$100,000.00. * * * 

TEXAS 


Funds deposited or held in trust by the 
bank awaiting investment shall be carried 
in a separate account and shall not be used 
by the bank in the conduct of its business 
unless it shall first set aside in the Trust 
Department, United States bonds or other 
securities approved by the State Banking 
Board, equivalent to the amount so used. 

In the event of the failure of such Bank 
and Trust Company, the owner of the funds 
held in trust for investment shall have a 
lien on the bonds or other securities so set 
apart, in addition to their claim against the 
assets of the bank. 

UTAH 

Whenever any such bank shall accept an 
appointment as assignee, agent, receiver, 
guardian, executor or administrator, or be 
directed to execute any trust, the capital of 
such bank shall be held as security for the 
faithful performance of such duties and be 
held liable for any default whatever, and no 
bond shall be required of it for the faithful 
performance of such trust, unless the court 
in its discretion shall require a bond. * * * 

Any trust company so accepting any ap- 
pointment to act as fiduciary whose place of 
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business is situated in a city the population 
of which does not exceed 15,000 persons, be- 
fore accepting any such appointment or un- 
dertaking any such duty as fiduciary, shall 
deposit with the state treasurer, as herein 
provided, out of its capital or its capital and 
surplus, at least $10,000 and such greater 
sum as the bank commissioner in his discre- 
tion may require, but the bank commissioner 
shall not require any such trust company so 
to deposit an aggregate sum of more than 
$25,000. Any trust company so accepting 
any appointment to act as fiduciary whose 
place of business is situated in a city the 
population of which exceeds 15,000 persons, 
but does not exceed 100,000 persons, before 
accepting any such appointment or under- 
taking any such duty as fiduciary, shall de- 
posit with the state treasurer, as herein pro- 
vided, out of its capital or its capital and 
surplus, at least $25,000 and such greater 
sum as the bank commissioner in his discre- 
tion may require, but the bank commissioner 
shall not require any such trust company 
so to deposit an aggregate sum of more 
than $50,000. Any trust company so accept- 
ing any appointment to act as fiduciary 
whose place of business is situated in a city 
the population of which exceeds 100,000 per- 
sons, before accepting any such appointment 
or undertaking any such duty as fiduciary, 
shall deposit with the state treasurer, as 
herein provided, out of its capital or its capi- 
tal and surplus at least $25,000 and such 
greater sum as the bank commissioner may 
in his discretion require, but the bank com- 
missioner shall not require any such trust 
company so to deposit an aggregate sum of 
more than $100,000. Any such trust com- 
pany so accepting any appointment to act as 
fiduciary whose place of business is situated 
in any city of the state may, if it deems fit, 
with the approval of the bank commissioner, 
deposit with the state treasurer out of its 
capital or its capital and surplus sums in 
addition to the maximum sum required to 
be deposited by it. The sum so deposited by 
any such trust company shall be and consti- 
tute security for the faithful performance 
and execution of all trusts of any kind or 
nature accepted by it. * * * 

The respective amounts of capital and sur- 
plus so set aside and, represented by the 
property deposited with the state treasurer 
shall be treated in all respects as separate 
capital or capital and surplus of the trust 
business of such trust company as though 
such trust business were conducted by a 
separate and distinct corporation and the 
capital or capital and surplus so set aside 
shall be kept, held, used and disposed of 
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wholly for the exclusive benefit, protection 
and security of the trust business, and trusts 
so accepted by a trust company, and the 
capital or capital and surplus so set aside 
shall be the only capital or surplus of such 
trust company which shall be subject to lia- 
bilities of such trust company incurred in 
its trust business. * * * 
VERMONT 


The capital stock of the national bank so 
appointed, together with the liabilities of the 
stockholders of such bank, shall be held as 
security for the faithful discharge of the 
(fiduciary) duties undertaken * * * and such 
national bank shall furnish to the authority 
making the appointment the bond of some 
good surety company for a sum not less 
than twenty-five per cent of the amount of 
the trust fund, conditioned for the faithful 
discharge of the duties undertaken by vir- 
tue of the preceding section, unless such 
bank shall set apart a guaranty fund, * * * 
of at least twenty-five per cent of such 
trust fund. 

VIRGINIA 


Funds received or held in the trust depart- 
ment of a bank or trust company awaiting 
investment or distribution may be deposited 
in the commercial or savings department of 
the bank or trust company to the credit of 
the bank or trust company trust depart- 
ment; provided that the bank first delivers 
to the trust department, as collateral secur- 
ity therefor securities of any of the follow- 
ing classes: * * * 

The securities so deposited * * * shall at 
all times be at least equal in market value 
to the amount of trust funds so deposited in 
the said commercial or savings department. 


WEST VIRGINIA 


Whenever any banking institution author- 
ized to exercise trust powers, and having 
complied with the requirements of this arti- 
cle, shall be appointed trustee, assignee, re- 
ceiver, guardian, executor, administrator, 
special commissioner, curator or committee, 
or shall be directed by the order or decree 
of any court to execute any trust whatso- 
ever, the capital and other assets of the 
fiduciary corporation shall constitute the 
security required by law for the faithful 
performance of its duties and shall be ab- 
solutely liable in case of any default what- 
soever: Provided, That where the liability 
under any such appointment * * * shall be 
equal to, or shall exceed the capital and sur- 
plus of such fiduciary corporation, the court 
making such appointment, order or decree 
may require, and the fiduciary shall give, 
additional security. 
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(Continued from Page 438) 


In the past, many trust departments 
have rendered additional services for 
which they received no compensation. 
Your Committee earnestly recommends 
that such free services be eliminated as 
soon as practicable; fees to be charged 
should be commensurate with the serv- 
ices and responsibility assumed. Like- 


wise, many charges for such items as 
telephone calls and travelling expenses 
have been absorbed by the fiduciary 
when they are properly chargeable to 
the trust account. 

Submitted by Committee on Trust 
Matters, H. Douglas Davis, Vice Presi- 
dent, Plainfield Trust Company, Chair- 
man. 








Books and Brochures Reviewed 


Introduction to Federal Taxation — 


By GEORGE T. ALTMAN, member of the Illinois 

Bar, C. P. A., and lecturer Northwestern Univer- 

sity Law School. Published April, 1936, by Com- 

merce Clearing House, Inc., Chicago. 166 pages. 

Fabrikoid, $1.75; paper $1.00. 

In this book the author leads the novice 
tax man or college student of taxation, step 
by step, to an understanding and knowledge 
of the fundamental principles underlying 
Federal taxation, built upon decisive opin- 
ions of the United States Supreme Court, as 
“the last word” on the nature, scope, and 
limitations of taxation by the Federal gov- 
ernment. In his foreword the author states 
in part: 

“During the past twenty years a tremendous 
amount of litigation has developed in taxation, until 
now more cases reach the Supreme Court of the 
United States on that subject than on any other, 
including even constitutional law. Most of these 
cases involve the federal income tax. By far the 
principal source of federal revenue, the income tax 
has also presented the most difficult questions for 
the decision of the courts. It is the backbone of 
federal taxation. This book is therefore principally 
devoted to the federal income tax. A final chapter 
considers the capital stock tax, the excess-profits 
tax, the gift tax, and the estate tax. 

“The book is written principally with a view to 
study, rather than as a reference work. To that end 
the method of presentation is that of development, 
so that a complete background and approach, as to 
every paragraph, is to be found in the paragraphs 
which precede it. Emphasis is placed on the funda- 
mental principles and for that purpose the attempt 
is made to analyze and coordinate all leading de- 
cisions. For that reason also, while the decisions 
of the Board of Tax Appeals and the lower courts 
are used infrequently and are cited with caution, 
the effort is made to be exhaustive as to decisions 
of the Supreme Court. 

“Many distortions in the federal income tax 
statutes have resulted from political impatience 
with accounting truth; and many distortions in 
judicial opinion have occurred during the long 
period of training in the subject that the courts 
have required. But the Supreme Court has not 
studied the subject in vain, and it has been the 
author’s earnest effort to correctly reflect the con- 
trolling law as laid down in the decisions of the 
Court.” 


Exhaustive chapter footnotes, references 
and citations. Well indexed references to 
paragraphs. 


Public Utility Regulation 

By IRVIN BUSSING, Ph.D., Department of Eco- 

nomics, Wesleyan University. Consulting Econ- 

omist to the Electric Rate Survey of the Federal 

Power Commission. Consultant to the Massachu- 

setts Special Commission to Investigate the Slid- 

ing Scale. Published 1936, by Columbia University 

Press, New York. 174 pages. $2.75. 

A treatise dealing with the rates of utili- 
ties based on the “sliding scale.” 

Mr. Bussing opens the preface of his 
book with these words: “Under conventional 
types of public utility regulation an efficient 
plant which charges relatively low prices is 
generally allowed to earn no more on its 
rate base than a less efficient company 
which charges relatively high prices... . 
Thus management has little incentive, other 
than the desire to excel, to elevate its 
standards of performance; in consequence, 
prices pdid by consumers are often higher 
than they need be.” 

In defining the sliding scale the author 
says, “the term refers to any form of regu- 
lation in which the profit allowed increases 
or decreases in proportion as prices de- 
crease or increase.” 

Having originated in Great Britain in 
1855 for the gas industry, it has since been 
broadened and is now an integral part of 
British regulatory policy. 

The history and operation are traced 
from its origin to its adoption and uses 
in various American cities. 

In closing, Mr. Bussing says: “The plan 
patently is imperfect; but as its weak- 
nesses are chiefly administrative it will be- 
come a better method of regulation in pro- 
portion as more companies and commissions 
give attention to it.” 





Excerpts From Selected Articles 


New Trends in Taxing Trust Benefits 
The Tax Magazine, April, 1936. Pages 199-203 and 
247 and 250. By George T. Altman, Member of the 
Illinois Bar and C.P.A. 

“Had the United States Supreme Court, 
or rather its liberal majority, realized, in 
deciding in Burnet v. Wells, that no trans- 
gression of the Constitution occurs in tax- 
ing to the grantor of a trust such income 
therefrom as is applied under the trust 
deed to payment of premiums upon insur- 
ance policies on the life of the grantor, the 
confusion which the decision was to create 
and the sophistry reminiscent of the School- 
men that the decision was to evoke, it would 
probably have avoided Mr. Justice Car- 
dozo’s display of poetic indignation at the 
rigidities of the common law and would 
have exposed more precisely the principles 
upon which the case turned. 

“Specifically, the point at issue in the 
Burnet v. Wells case was the constitution- 
ality of Section 219 (h) of the Revenue Acts 
of 1924 and 1926, reading as follows: 

“Where any part of the income of a trust is or 
may be applied to the payment of premiums upon 
policies on the life of the grantor (except policies 
of insurance irrevocably payable for the purposes 
and in the manner specified in paragraph (10) of 
subdivision (a) of section 214 [the exception re- 
lating to trusts for charities]), such part of the 
income of the trust shall be included in computing 
the net income of the grantor. 

“The meaning of the statute, as the Court 
pointed out, was perfectly clear. Moreover, 
the facts of the case were such as to draw 
forth its full import. The trusts involved 
had been created by the taxpayer before 
the respective revenue acts were enacted. 
The taxpayer had not only assigned to 
them, irrevocably, all of the securities from 
which the income involved was derived, but 
also surrendered to them, at least in terms, 
every vestige of control over the insurance 
policies to the payment of the premiums 
upon which the income, in accordance with 
the trust instruments, was to be applied. 
Before the revenue acts had come into being 
the taxpayer had parted completely with 
the securities and policies that formed the 
subject matter of the trusts. There was 
nothing left for him to do; and there was 
nothing that he could do to undo, in any 
respect, what he had done. 

“Here were, indeed, laboratory conditions 
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for the testing of the statute’s validity. The 
Court examined into the history of the law 
and found that it was one of the many re- 
visions intended ‘to keep pace with the 
fertility of invention whereby taxpayers had 
contrived to keep the larger benefits of 
ownership and be relieved of the attendant 
burdens.’ The Court reviewed some of the 
other revisions. There was the one taxing 
the income of a trust to the grantor where 
the grantor had the power to revest in him- 
self title to the corpus of the trust. This 
was upheld in Corliss v. Bowers. The addi- 
tional provision applying the same result 
where the power of revocation was in the 
grantor in conjunction with some one else 
not a beneficiary was upheld in Reinecke v. 
Smith. Corresponding restrictions in the 
case of the Federal estate tax, whereby 
there was included in the gross estate of a 
decedent the subject of a trust over which 
at the time of death he had like powers (or 
had relinquished them in contemplation of 
death), were likewise sustained. So were 
similar provisions in connection with the 
Federal gift tax. After reviewing these 
specific provisions of the various revenue 
acts calculated to prevent tax avoidance, the 
Court, in Burnet v. Wells, went on to point 
out that escape has at times been ‘blocked 
by the resources of the judicial process 
without the aid of legislation,’ citing par- 
ticularly Lucus v. Earl and Burnet v. Lein- 
inger. Then the Court summarized its re- 
view as follows: 

“But the Court failed to note that in 
every one of the cases reviewed the ‘eco- 
nomic reality’ was at least a power in the 
taxpayer to retake unto himself the prop- 
erty or income involved, or to enjoy its 
benefits personally, not to have merely sweet 
dreams about the morsels that other per- 
sons, likewise within the boundaries of tax- 
ation, were by virtue of his beneficence, to 
enjoy. 


Income Tax Not on Income Alone 


“Not that sweet dreams are without 
value; nor the fireside peace that is the 
product of service and sacrifice. It is said, 
too, that generosity is often, like tears, a 
release from sorrow. Some believe, on the 
other hand, that no heavenly reward, not 
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even inner satisfaction, should motivate you, 
but that you must give yourself to service 
‘because you love it, and cannot help giving 
yourself to it.’ Of course, there is the rela- 
tion of the beneficiaries to the grantor. Even 
the relation of the trust, also a taxable 
entity, to the grantor, is to be considered; 
for is the trust not also his creation? But 
there is a peculiar significance in the pres- 
ence of other taxable entities than the 
grantor that goes to the root of the prob- 
lem. In fact, it is the compounding effect of 
the taxable entity upon the income that has 
given rise to the problem in the first in- 
stance. If the income tax were computed 
upon the income alone, without relation to 
persons, in the manner of the general prop- 
erty tax, the case of Burnet v. Wells would 
not have arisen. But the allowance of ex- 
emptions and the graduation of rates neces- 
sitate attaching the income to persons, so 
that the income has to be arranged in 
‘person’ piles, like haystacks. With the great 
tax fork penetrating the more deeply as the 
level is higher, it is to the Government’s ad- 
vantage to have fewer piles, but higher, and 
to the taxpayer’s advantage to have more 
piles, but lower. It is hard to see here any 
question of justice; the courts have denied 
that there is. It is well that Justice Car- 


dozo in Burnet v. Wells, after putting forth 


the bald remark that ‘the question is 
whether it [the concept of ownership] is 
one that an enlightened legislator might act 
upon without affront to justice,’ hastened to 
add the aside that ‘even administrative con- 
venience, the practical necessities of an 
efficient system of taxation, will have heed 
and recognition within reasonable limits.’ 
Indeed, if the taxpayer tries to make little 
piles out of big ones, which he will, the gov- 
ernment will try to bring forth from its 
magic hat some twisted lens through which 
the several little piles will look like one big 
one. But we are not in the days of Edward 
the Confessor, whose faith was so profound 
that black could be white. If, as Justice 
Cardozo pointed out, the boundaries of leg- 
islative power must ‘be dealt with in a large 
way, as questions of due process always 
are, not narrowly or pedantically, in slavery 
to forms and phrases,’ certainly we ought 
likewise to be free from the witchery and 
legerdemain that characterized the earlier 
history of the human mind. Let us examine 
the case of Burnet v. Wells more closely. 


Enforcement of Trust Provisions by Grantor 


“But the taxpayer, the Court by implica- 
tion noted, was not only the creator of the 
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policies, but also the creator of the trusts 
to which he had assigned the policies. Per- 
haps, then, if by assignment he had for- 
saken his rights as creator of the policies, 
he still retained rights as creator of the 
trusts. Indeed, as above quoted, the Court 
did say that if the trustee ‘were to refuse 
to apply the income to the preservation of 
the insurance, the insured might maintain 
a suit to hold it to its duty.’ This may be 
true, although the Court cited no case to 
indicate how far a settlor could go in this 
direction. Some cases approaching the issue 
have arisen. At best, they leave the result 
very much in doubt. It has been held that if 
A conveyed to B with the understanding 
that B would then convey to C, A could 
compel B to make the conveyance to C. 
However, there was hardly any intent there 
to form a trust, but merely to convey a per- 
fect title to C. If a trust at all, it was 
strictly ministerial. In a similar case show- 
ing more clearly the trust character, the 
opposite has becn held. A placed money in 
the hands of B to purchase lands for the 
benefit of C. On a refusal by B to convey 
the land thus purchased to C, a bill to en- 
force such trust could not be brought by A, 
but only by C. In a case involving a chari- 
table trust it was held that the donors could 
sue; but in a similar case this was denied. 
More recently it has been held that parties 
who can sue to enforce a trust must be 
either cestui que trust or trustee, or must 
sue in the right of one of these, or have 
some legal interest in the subject matter, 
either granted or reserved, or by reverter. 
The plaintiffs claimed in the right of the 
grantors. The Court stated: ‘It would seem 
elementary that only those can assail a 
transaction because of a breach of trust 
who are beneficiaries of the trust.’ What 
would have happened if the taxpayer in 
Burnet v. Wells had brought suit to enforce 
the provisions of the trusts he had created 
is, to say the least, not clear. 

“One thing is clear, however; the tax- 
payer did not, as creator of the trusts, have 
such an interest as required representation 
in any suit involving the trust estates. Thus 
in a suit by a cestui que trust for a distri- 
bution of the trust fund, the trustor or per- 
son creating the trust was held not a neces- 
sary party. Likewise in a suit involving a 
trust created to pay income to certain 
female children till they married and asking 
payment of income to one of them, it was 
held unnecessary to join the donor. Nor 
even if the trustor did have some interest, 
could it be more than a personal interest; 
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for it does not become a part of his estate. 
Thus in an action to enforce an alleged 
trust, created by one who had parted with 
both title and possession of the trust fund 
before his death, the personal representa- 
tives of the decedent are not necessary 
parties. The administrator of the grantor 
can only complain on the ground that the 
transfer in trust was invalid and that the 
fund belonged to the grantor. ‘If she took 
it in trust,’ said the Court in the case last 
cited, ‘for her sister and the children of 
James F. Farmer, she so held it, and the 
executor of Bridget Quinn [the grantor] 
had nothing to do with it.’ Again, where 
a father for the benefit of his heirs gave 
property to a son, a right of action, after 
the father’s death, based on the wrongful 
conduct of the son as trustee, belonged to 
the heirs as beneficiaries, and not to the 
administrator of the father. Likewise, it 
was held that the heirs of the trustor as 
such were not necessary parties to an action 
against the trustee to enforce the trust. The 
same results have followed where the trusts 
have been testamentary. In an action by the 
beneficiaries under a will devising land to a 
trustee, with directions to sell and hold the 
proceeds for a certain time, whereby the 
beneficiaries sought to compel the executor 
of the trustee to pay the fund over to them, 
the testator’s heirs were held not to be 
necessary parties, as their title to the land 
was not affected by the will if it was void, 
and, if it was valid, its terms excluded their 
resort to the fund. Suit for an accounting 
against an alleged delinquent trustee under 
a will, brought after such a lapse of time 
after the death of the testator that it is to 
be presumed that all debts of the estate 
and all legacies have been paid, should be 
brought, it was held, by the cestui que 
trust, and not by the administrator of the 
estate. 


“Thus the conclusion seems necessary 
that whatever interest the settlor may have 
as such in the trust which he has created, 
the legal significance of that interest is ex- 
tremely questionable. When one considers 
the origin and nature of trusts, it becomes 
altogether reasonable that the conclusion 
should be so. The uses, modeled after the 
fidei commissa of the civil law, were intro- 
duced into England to avoid the operation 
of the statutes of mortmain. While thus 
originating in evasions of the law, they 
were later utilized to facilitate family 
settlements. The Statute of Uses was en- 
acted to execute these uses; but active uses 
were, among others, unaffected. From these 
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old uses our present trusts have developed. 
‘As property has increased, and pecuniary 
affairs have become complex, and it has be- 
come necessary or convenient to make mar- 
riage settlements, or settlements upon 
families, children, relations, or dependents, 
and upon charities, the English system of 
trusts, fully grown, has been introduced 
into most of the States.’ The trust, by add- 
ing to property the control of trustees in 
accordance with the terms of the trust in- 
strument, has given it a new dimension, 
so that the settlor can carve his property 
into estates and interests more suited to 
the condition or requirements of those who 
are to receive them than would be possible 
were he to distribute the bare property it- 
self. This does not mean that he has re- 
tained anything for himself. If in thus 
carving his estate he has given it the 
character of his own plans, he has by the 
same act withdrawn those plans forever 
from his hand. With the property they too 
have gone. It is as if he had taken some 
object of art and carefully wrapped it, in 
order that it might, after a long journey, 
reach its destination safely. Has he sent the 
object any the less away because he has 
given it a protective wrapping? 


Is the Settlor of an Irrevocable Trust 
Also a Beneficiary? 


“Thus we come to another aspect of the 
problem, the only aspect in which Burnet v. 
Wells has been honored by quotation, an 
aspect which has set court against court, 
and in which Burnet v, Wells, if followed 
to its logical conclusion, could sweep into the 
ash-heap every principle of law that has 
been enunciated since Adam was ejected 
without process or trial from the Garden of 
Eden. We should, in fact, face that prospect 
which made the English cling so long to 
the forms and traditions of the common law 
and resist the development of chancery— 
the prospect that the rights of the subject 
would depend upon the ‘length of the chan- 
cellor’s foot.’ This aspect of the problem is 
presented by the question: Is the settlor of 
an irrevocable trust also a beneficiary, and 
if so, what is his interest worth? It is only 
in this imputation of benefit that Burnet v. 
Wells has received any credence, and in 
that very respect the lower courts have been 
mystified. 

“If the settlor is a beneficiary, it becomes 
necessary to define his beneficial interest 
and to separate it from the beneficial inter- 
ests of the expressed beneficiaries. Other- 
wise it might be found that the whole is 
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smaller than the sum of its parts; and it 
is hardly the function of taxation to estab- 
lish a new system of mathematics. 


Tax Effect of Direct and Indirect Benefits 
from Income 


“Thus we come to the essence of the 
question. There is a difference between in- 
come that inures directly to the benefit of 
the taxpayer and that which inures to his 
benefit indirectly through inuring to the 
benefit of other persons, who, like him, are 
also taxable entities. Were this difference 
disregarded, there is no limit to the absur- 
dity to which the concept of income might 
be carried. A taxpayer, for example, gets a 
raise in salary. It benefits not only him but 
his wife, his friends towards whom he has 
been generous, his visitors who preferred 
better wine, his neighbors who were irri- 
tated by his pessimism, and the Chinese 
nation because now he would pay more 
taxes and the United States would have 
more money to loan. Or Congress might, 
realizing the beatific satisfaction that an 
employer might get from raising his em- 
ployee’s salary, declare that all salaries 
paid shall be ‘deemed’ to be additional in- 
come, instead of deductions, to the em- 
ployers. At least, Congress would try to 
attach each item of income where it would 
bring in the most revenue. That means con- 
centrating it on as few taxable entities as 
possible so as to bring it up into the high- 
est possible brackets. If any benefit would 
serve as a basis, the word ‘deemed’ in the 
statute would be the magic wand whereby 
the entire income of the nation could be 
concentrated on a few heads and thus 
brought into the top brackets of the income 
schedule. The use of the word ‘deemed’ by 
Justice Cardozo in Burnet v. Wells is the 
measure of the force of his entire argu- 
ment. Let us examine the reactions of the 
lower courts. 

“Of course, in cases involving insurance 
trusts, where the constitutional question 
was raised, Burnet v. Wells was followed. 
But where the situations were only anal- 
ogous, it seemed that the lower courts 
were ceprived of their rudders. In Douglas 
v. Willeuts, an agreement to create a trust 
to pay income in lieu of alimony was em- 
bodied in a divorce decree. On the strength 
of Burnet v. Wells, the Eighth Circuit 
imputed to the husband the income which 
the wife thus received, the court proceed- 
ing on the theory that the income was dis- 
charging a legal obligation of the husband. 
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Because of this apparent presence of a 
legal obligation, the Court concluded that 
the government was supported by either 
the majority or the minority view in Burnet 
v. Wells. It is no credit to the majority view 
in Burnet v. Wells that the Circuit Court 
in the Douglas case sought to square its 
decision with the minority view as well. 

“Because of the confusion which thus re- 
sulted in the circuit courts, the Douglas 
case, the Schweitzer case and the Blumen- 
thal case came through on certiorari to the 
Supreme Court. That court affirmed the 
Eighth Circuit’s result in the Douglas case 
and then reversed the results of the circuit 
courts in the other two cases on the 
strength of its decision in the Douglas case. 
The Supreme Court in the Douglas case 
went to great lengths to show a continuing 
obligation of the husband. The imputation 
of the income to the husband was thus 
apparently rested on the ground that the 
income was being applied to a legal obli- 
gation of his. The Court cited Burnet v 
Wells to show that if a constitutional issue 
had been raised, it could not be successful. 
That would follow a fortiori; for Burnet v. 
Wells, confessedly did not involve a legal, 
but at most a moral obligation. It is to be 
concluded, then, that the Supreme Court 
stressed the element of satisfaction of a 
legal obligation in the Douglas case only 
for cumulative effect, and that a moral obli- 
gation would have been sufficient? Again, 
Burnet v. Wells, unlike the others, involved 
a specific provision of the statute. Is it to 
be concluded that while no specific pro- 
vision is necessary in the case of a legal 
obligation, that such a provision is neces- 
sary in the case of a moral obligation? Or 
was the provision involved in Burnet v. 
Wells superfluous? Is obligation in any 
sense necessary? After all, if the satisfac- 
tion of a moral obligation constitutes a 
legal benefit to the grantor, then so does 
any good deed. Or is it rather the inner 
satisfaction that results, not because any 
obligation was involved, but simply because 
those dear to one are secured? If a benefit 
so indirect is a legal benefit which may be 
classified as income, then the same concept 
of the trust as a separate taxable entity 
which is pulled out of a Hindu hat to make 
capital look like income, disappears at the 
same magic touch so that income may flow 
together and rise like the waters of a dam 
into the higher tax levels.” 


Fifty footnotes of citations and ref- 
erences. 
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Court Decisions 


Claims—Claim on Account of Owner- 
ship of National Bank Stock De- 


nied. 

Tllinois—Appellate Court 

M. J. Pufahl, Receiver, vs. Estate of Elvira J. 

Parks. Reported in 283 Ill. App. 95. 

Elvira J. Parks, the owner of shares of 
stock in the Austin National Bank, died 
March 20, 1928. Letters were issued May 
17, 1928, and the year of probate expired 
May 17, 1929. March 30, 1931 the comp- 
troller of currency of the United States de- 
clared the bank insolvent and closed the 
bank. April 6, 1931, M. J. Pufahl was ap- 
pointed receiver. May 21, 1931, the comp- 
troller of the currency, in order to pay the 
debts of the bank, made an assessment upon 
all stockholders of said bank equal to 100 
per cent of the par value of the stock, in- 
cluding an assessment of $1,200 against the 
executors of Elvira J. Parks for the assess- 
ment with interest. The estate was still 
pending in the Probate Court and there had 
been no final distribution. The sole question 
involved was whether or not the comptroller 
of the currency, by levying the assessment 
against the stockholders, was in any differ- 
ent position than any other creditors filing 
their claims against the estate. In Illinois, 
claims not exhibited within one year after 
letters, are barred as to property of the 
estate inventoried or accounted for by the 
executor within the year of probate. 

HELD: The court held that, although the 
liability arose after the expiration of the 
year of probate, nevertheless the Illinois 
Statute of Limitations controlled and that 
collection thereof out of the assets of the es- 
tate could not be enforced. 


Editor’s Note: Certificate of Importance was 
denied by the Appellate Court January 8, 1936. 
This decision, therefore, is final insofar as IIli- 
nois courts are concerned. Petition for writ of 
certiorari to the United States Supreme Court has 
been or will be filed. 


Compensation—Trustees Income Com- 
missions for Managing Real Estate. 
New York—Surrogate’s Court, New York County 
Estate of Matthew Byrnes. New York Law Jour- 
nal, April 17, 1936. 

The accountant, a corporation, as testa- 
mentary trustee, managed and operated an 


office building. Some of the leases the ac- 
countant negotiated itself and as to others 
commissions were paid to brokers. Account- 
ant collected the rents and paid the oper- 
ating expenses, interest on the mortgage 
and taxes. In its account the accountant re- 
tained compensation of five per cent of the 
gross income for managing the property 
and two per cent of the gross income as 
trustee’s commission. It also credited itself 
with the payment from income of commis- 
sions paid to brokers as a proper expense 
of administration. 

The statute [Section 285, Surrogate’s 
Court Act] allows a testamentary trustee 
commissions on income as follows: 

“7. If * * * a trustee * * * is required to re- 
ceive income and pay over the same, and such 

* * * trustee * * * pays over said income and 

renders an annual account to the beneficiary of 

all his receipts and disbursements on account 
thereof, he shall be allowed, and may retain, the 
same commission on the amount so accounted for 
as he would be allowed on principal on a judicial 


settlement ; 
o* ok * * 


9. Where an * * * testamentary trustee is, for 
any reason or cause whatsoever, entitled or re- 
quired to collect the rents and manage the real 
property, he shall be allowed and may retain 5 
per centum of the rents collected therefrom in 
addition to the commissions therein specified.” 


The same section provides that a testa- 
mentary trustee shall be entitled to com- 
missions on principal “for receiving and 
paying out all sums of money” at the grad- 
uated rates specified. 

The Surrogate held 

(1) that commissions paid to brokers 
must be paid out of the five per cent of the 
gross rents allowed to the trustee by statute 
as additional compensation; and 

(2) that ordinary income commissions 
should be taken only on the net income dis- 
tributed to income beneficiaries and not 
upon the gross rents received by the trustee. 
In the second holding, the Surrogate likened 
payments of taxes, mortgage interest and 
operating expenses to investments and re- 
investments of principal funds which re- 
sult in no increase or decrease in the trust 
estate and hence form no basis for the al- 
lowance of commissions, citing Beard v. 
Beard, 140, N. Y. 260, and Matter of Siden- 
berd, 204, App. Div. 255. 
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Corporate Trusts—Exculpatory Pro- 
visions of Indenture Valid but 
Criticized. 


New York—Supreme Court, New York County 
Hazard v. The Chase National Bank of the City 
of New York. New York Law Journal, April 
15, 1936. 


The Chase National Bank of New York, 
as successor to The Equitable Trust Com- 
pany, was trustee under an indenture cov- 
ering an issue of $10,000,000 of debentures 
of the National Electric Power Company, 
and, as such trustee, held as security for 
the debentures large blocks of stock of two 
operating utilities. The indenture permitted 
the obligor to substitute collateral, provided 
that the company, the securities of which 
were to be substituted, should have met 
certain requirements as to earnings. The in- 
denture also provided that upon any appli- 
cation for substitution of collateral the trus- 
tee might accept the statements, etc., of the 
obligor as conclusive evidence of the facts 
therein set forth or, if it so desired, it might 
make an independent investigation at the 
expense of the obligor. 

In December of 1931, the obligor applied 
to the trustee for permission to substitute 
stock of a utility holding company in place 
of stock of the two operating companies, 
and presented certificates, statements, etc., 
showing that the earnings of such company 
met the requirements of the indenture. The 
defendant permitted the substitution in 
December of 1931, without independent in- 
vestigation and in spite of the fact that its 
credit files indicated that the new stock was 
of a more speculative character than that 
originally deposited. In July of 1932 the 
holding company whose stock had been sub- 
stituted went into bankruptcy. The stock of 
the operating companies which was with- 
drawn is still of substantial value. 

The indenture contained the usual broad 
exculpatory clauses relieving the trustee 
from liability except for bad faith and gross 
negligence. 

In this action, holders of debentures 
sought to compel the trustee to replace the 
securities surrendered, or in lieu thereof to 
pay damages caused to the holders of the 
debentures as a result of the substitution. 

In a lengthy opinion, the Court (Mr. Jus- 
tice Samuel Rosenman) held that the trus- 
tee was guilty of neither bad faith nor gross 
negligence, but he took occasion to criticize 
severely indentures of this type. He recom- 
mended the payment to corporate trustees 
of compensation adequate to warrant their 
assumption of responsibility equivalent to 
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that of a testamentary trustee and the 
passage of legislation to correct past prac- 
tices. 

Incident to his decision, the Court also 
held that facts known to one of the officers 
of the defendant bank must be imputed to 
other officers, although, by reason of the 
size of the bank and its method of opera- 
tions, the other officers in question had no 
actual knowledge of such facts. 


Distribution — Decree for Distribu- 
tion Does Not Protect Administra- 
tor if He Does Not Use Reasonable 
Diligence in Locating All Heirs. 

Massachusetts—Supreme Judicial Court 

Welch v. Flory, 1936 A. S. 815. Decided April 1, 

1936. 

A petition for administration listed as 
heirs a brother of the decedent and several 
nephews and nieces. Later the administra- 
tor filed a petition for distribution alleging 
the nephews and nieces as the only heirs, 
and omitting the brother. He obtained an 
order for distribution, and distributed 
under it. Subsequently the brother appeared 
and filed a petition to vacate the decree. 
The question was whether in vacating the 
decree the administrator was to be made 
liable personally, or only the other heirs 
for refunds to the brother. The administra- 
tor acted honestly and in good faith in 
thinking that the brother had died without 
issue, but the court found that he could 
have easily located the brother if he had 
used reasonable diligence. 

HELD; that because of his lack of dili- 
gence, the order for distribution did not 
protect the administrator, and the decree 
setting aside the decree for distribution 
must direct the administrator to pay the 
petitioner his share, leaving it for the ad- 
ministrator to recover from the nephews 
and nieces the amounts overpaid to them. 


Domicile—Award Allowed to Widow 
Although She Had Never Physically 
Resided in Illinois. 

Iilinois—Appellate Court 
In re Estate of Thomas Quinn, Deceased, 283 IIl. 

App. 597. 

Thomas Quinn, a resident of Chicago, IIli- 
nois, returned to Ireland for a visit and 
while there, at the age of 76, married Jose- 
phine Quinn. They were married September 
1, 1926. Josephine Quinn and the decedent 
lived together as husband and wife from 
and after their marriage until the death of 








456 


Thomas Quinn on January 23, 1934. It was 
stipulated that Thomas Quinn, at the time 
of his death, was a permanent resident of 
Cook County, Illinois, and his sojourn in 
Ireland was only temporary, and that Jose- 
phine Quinn was never physically present in 
the State of Illinois or the United States of 
America. The statutes of Illinois allow an 
award “to a widow residing in this State.” 

HELD: That the widow’s domicile was 
that of her husband so long as the relations 
between them were not adverse, and that, 
therefore, she was residing within Illinois, 
within the meaning of the statute. 





Guardians and Conservators—Invest- 
ment in “Split Mortgages.” 


Illinois—Supreme Court 


In the Matter of the Estates of Lalla, et al. 362 
Ill. 621. 

This case involved the right of a conserv- 
ator or guardian to invest the funds of his 
ward in notes or bonds which are a part of 
an issue of similar instruments, secured by 
a first real estate mortgage or trust deed, 
the remaining notes or bonds being held by 
other parties. In some cases the purchases 
were made under authority of a prior order 
of court and in some cases without a prior 
order, but a ratifying order. Some of the 
trust deeds securing the notes contained no 
parity clause. The Illinois Statute relating to 
guardian’s investments provides that loans 
upon real estate shall be secured by first 
mortgage thereon and not to exceed one- 
half the value thereof. No mortgage loans 
shall be made for a longer time than five 
years nor beyond the minority of the ward, 
provided the same may be extended from 
year to year without the approval of the 
court. The Illinois law relating to conserv- 
ators’ investments provides that “loans upon 
real estate shall be secured by first mort- 
gage or trust deed thereon and not to ex- 
ceed one-half the value thereof. All loans 
shall be subject to the approval of the 
court.” It will be seen that there is no sub- 
stantial difference, therefore, between the 
two statutes. 

HELD: 1. That the Guardian and Con- 
servator Acts do not prohibit investing in 
divided securities or split mortgages where 
such mortgages are prior to or on a parity 
with all other portions of the debt secured 
by the same mortgage. 

2. That where there is no parity clause so 
that the mortgage notes which mature first 
have a lien prior to those maturing later, 
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only notes of the earliest maturity comply 
with the statutes. 

3. That the approval of the Probate Court 
prior to the purchase of the notes or in sub- 
sequent current accounts before default, ful- 
fills the requirements of the statute as to 
approval. 

4, That the fact that upon foreclosure all 
of the holders of divided securities are in a 
way compelled to co-operate does not de- 
prive the fiduciary or court of jurisdiction 
over the management of the trust estate. 





Guardians and Conservators—Report 
Disclosing an Investment not Spe- 
cifically Authorized, Held Effective. 


Illinois—Supreme Court 


In the Matter of the Estate of Robert M. Lutz, 
362 Ill. 631. 


Citation was issued against Eugene E. 
Fayart and Louis E. Fayart to show cause 
why they should not refund the amount paid 
them by the former guardian of Robert M. 
Lutz, in consideration of certain notes pur- 
chased by her. The lower court ordered the 
money refunded, with compound interest. 
Successive appeals were taken to the Cir- 
cuit and Appellate courts which confirmed 
the lower court. The evidence showed that 
the Fayarts were in the loan business, loan- 
ing money on first mortgages. Cora C. 
Lutz, as guardian for the minor, purchased 
$5,000 notes of a total issue of $41,000 notes 
secured by a first mortgage. The Fayarts 
knew that the money which they received 
were guardianship funds. No approval of 
the investment was obtained from the pro- 
bate court. The guardian, however, later 
made three annual reports in which she dis- 
closed the loan. These reports were ap- 
proved. It was first contended that the 
guardian could not legally invest a ward’s 
money in a portion of an issue of notes, 
even though they were secured by a first 
mortgage and were on a parity as to pay- 
ment, but the court overruled this conten- 
tion on authority of In re Estates of Lalla, 
above reported. 


HELD: That the reports of the guardian 
were approved by the probate court and, 
in the absence of any showing to the con- 
trary, it must be presumed that the act of 
the court was properly performed and that, 
since the former guardian was in effect dis- 
charged from legal liability for her pur- 
chase, her assignors were likewise dis- 
charged and that the order to refund was 
erroneous. 
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Guardian—Fiduciary’s Duty of Loy- 
alty. 
California— 

Guardianship of Steinberg, 91 Cal. Dec. 494, — 

Cal. (2d) Decided March 24, 1936. 

Guardian and ward each owned 6,666 
shares of capital stock of family corpora- 
tion, constituting 34 of outstanding stock, 
other % being held by K, corporation’s 
president. Guardian used her control of 
stock to oust K as president, forcing him 
to buy her stock for $10,000.00 in order to 
regain that position. Thereafter stock of 
corporation greatly depreciated in value. On 
guardian’s final accounting, order finding 
sale of stock by guardian for her sole ac- 
count a breach of trust and decreeing she 
should be deemed to have sold % of her 
own and % of minor’s stock, affirmed. 

HELD: Guardian could not in good con- 
science retain fruits of transaction procured 
through use of ward’s stock and could not 
complain that transaction was treated as 
being for joint account of guardian and 
ward. Court says that it is arguable that 
ward, who did not appeal, would have been 
entitled to have entire amount of sale cred- 
ited to her. 


Investments—General Authority 
Given by Will or Statute to Retain 
Investment Is Not an Authority to 
Speculate 


New Jersey—Court of Chancery 
Wild v. Brown, 120 N. J. Eq. 31. Decided March 
20, 1936. 


1. A trustee before determining to retain 
corporate stock as a part of the trust fund, 
should ascertain the nature and at least 
the book value of the assets of the company 
in which he holds stock, the amount of the 
bonded debt and other securities ahead of 
his own. He should study the earnings and 
in general make whatever inquiry may be 
necessary to enable him to form an intelli- 
gent judgment of the investment. Merely 
reading market quotations or asking a 
broker what he thinks of such and such a 
stock, is not enough. 

2. Stock of a speculative nature must be 
disposed of; a trustee should not continue 
to hold it merely in the hope that the 
market will go up. 

3. General authority given by will or 
statute to retain investments is not an 
authority to speculate. 

Frank G. Wild and the Hackensack Trust 
Company, as trustees under the will of 
William L. Brown, deceased, have filed 
three bills of complaint which they have 
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brought on together for hearing. The will 
of Mr. Brown created three trusts of 
$35,000, for the several benefits of his three 
children. The will provides: 

“The trustees of any of the trusts created by 
this, my. will, may, in their discretion, retain as 
investments of any of said trusts, any of the 
property and securities which I may own at the 
time of my death, not hereinbefore specifically 
devised and bequeathed, but any new investments 
of any said trust funds shall only be those author- 
ized by law.” 


The executors set up the trusts by turn- 
ing over to themselves as trustees corporate 
stocks which the testator owned at his 
death. See In re Brown, 112 N. J. Eq. 499. 
The trustees pray instructions as to the 
retention of these stocks. 

The bills present identical questions of 
law and fact arising from the same will. 
The three causes should have been joined 
in one bill. Chancery rule 23. The course 
adopted by complainants has no advantages 
and increases expense. 

The duty of the court, when asked by 
trustees to instruct them as to the reten- 
tion of investments, is much the same as 
that which rests upon the trustees them- 
selves. First must be made such inquiry 
into the facts as will justify a judgment 
as to the stability of the investment, and 
then the court may instruct the trustees 
to retain the investment if it appears to be 
safe, but not otherwise. A trustee—or in 
this instance, the court—should ascertain 
the nature and at least the book value of 
the assets of the company in which he 
holds stock, the amount of the bonded debt 
and other securities ahead of his own. He 
should study the earnings and in general 
make whatever inquiry may be necessary 
to enable him to form an intelligent judg- 
ment of the investment. Merely reading 
market quotations or asking a broker what 
he thinks of such and such a stock, is not 
enough. 

While a trustee is only required to exer- 
cise the caution of an ordinarily prudent 
man, there is one distinction to be kept in 
mind. Prudent men properly may, and 
often do, embark a part of their own cap- 
ital on speculative enterprises, but it is a 
breach of trust for a trustee to take spec- 
ulative risks, though for the benefit of the 
estate. Tuttle v. Gilmore, 36 N. J. Eq. 617. 
A speculative investment is one in which 
there is a substantial danger of loss of 
principal balanced by a prospect of appre- 
ciation of principal or by the receipt of an 
abnormal rate of income. Some few com- 
mon stocks, because of the ample assets 
which they represent, the steady earnings 
of the company and the conservatism of its 
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management, fall into the class of safe in- 
vestments, and such the trustee may prop- 
erly retain. But stock which is of a specu- 
lative nature must be disposed of. A trustee 
is not justified in continuing to hold it, 
merely in the hope that the market will go 
up. General authority given by will or by 
statute to retain investments is not an 
authority to speculate. A trustee may retain 
only safe investments and may retain them 
only so long as they remain safe. 

In the present case, the proofs indicate 
that the common stocks of the Baltimore 
and Ohio Railroad Company and of the New 
York Central Railroad Company and the 
preferred stock of Long Island Lighting 
Company, are too risky for a trustee to 
hold. No evidence was presented in regard 
to the stocks of Merchants Refrigerating 
Company and Northern Orchard sufficient 
to justify an opinion as to their character. 
The other stocks in question appear to rest 
on a strong foundation and these the trus- 
tees may presently retain. 

The bill of complaint says that forms of 
real estate investment authorized by law 
are undesirable. With that, I cannot agree. 
Land values are about half of what they 
were six or eight years ago. There is no 


indication that they are going lower. Trus- 
tees can invest funds at five or six per cent 
on mortgages for not more than sixty per 
cent of the present value of property and 
in this way can secure great safety for their 
estate, 


Jurisdiction — Validity of Probate 
Court Citations Served by Regis- 
tered Mail. 


Massachusetts Supreme Judicial Court 
Durfee v. Durfee, 1936 A. S. 573. Decided Feb- 
ruary 27, 1936. 

An interesting decision was handed down 
recently concerning the validity of probate 
court citations, this being the term em- 
ployed to describe process issuing from that 
court. A proceeding relative to the support 
of minor children was brought in the pro- 
bate court by the wife, who lived in Massa- 
chusetts. The husband lived in Rhode 
Island, but was engaged in business in 
Massachusetts. Probate court citations in 
Massachusetts may be served either by de- 
livery in hand or by registered mail. In 
this case service was made on the husband 
by registered mail at his place of business 
in Massachusetts, and his personal receipt 
procured. 

Held:—The service was sufficient to give 
the court jurisdiction over the husband. It 
was in compliance with the law and satis- 
fied the requirements of the constitution. 


Living Trusts — Deviation From 
Terms of the Instrument. 


Michigan—Supreme Court 

Heald v. Michigan Trust Company. Decided Jan- 

uary 6, 1936. 

One of the first principles of fiduciary 
representation is that the trust instrument 
is the trustee’s charter and all its terms 
must be rigidly observed by the trustee. 
Upon the strength of this principle many 
trust officers take the position that in the 
administration of a particular trust they 
will conduct themselves in accordance with 
the express provisions of the instrument 
creating the trust, regardless of conse- 
quences, entirely disregarding the further 
well established principle that although the 
rights, powers and duties of the trustee are 
outlined in the trust document, yet, in ad- 
dition to those rights, powers and duties, 
the law imposes certain obligations upon 
the relationship. 

In this case certain real property was 
placed in trust, the trustee given sole man- 
agement and control, with express powers 
to maintain and improve, to collect rents 
and other income, pay obligations out of 
its assets, borrow money for the benefit of 
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the estate and to retain such part of the 
net proceeds and assets of the trust estate 
as he might determine would be for its best 
interest. The trust property was subject to 
a mortgage and there was no provision in 
the declaration of trust whereby the trust 
estate was made liable for either the prin- 
cipal or interest accruing on the mortgage 
covering the trust property prior to the 
declaration of trust. Suit was instituted by 
the beneficiaries of the trust, seeking to 
recover for an alleged unlawful conversion 
or misappropriation of trust funds. The 
recovery sought was the amount of pay- 
ments made upon the mortgage by the trus- 
tee without express authority. The court 
denied recovery upon the theory that in 
addition to the express powers of a trustee, 
the law imposes certain duties and likewise 
vests trustees with powers to discharge 
such duties. Excerpts from the language of 
the court follow: 


“While it is true that one must look to the 
trust instrument to determine the powers and du- 
ties of the trustee, it cannot be said with precise 
accuracy that all the powers and duties of such 
trustee must be expressly embodied in the instru- 
ment creating the trust. Regardless of such provi- 
sions being expressed in a trust instrument, the 
law imposes certain duties upon trustees; and 
likewise vests such trustees with power to dis- 
charge the duties so imposed. For example the 
trust instrument might contain no provision 
whereby the duty was imposed upon the trustee 
to preserve the trust property. Nonetheless the 
trustee is by law charged with this duty. Warner 
Hardware Co. v. Shimon, 186 Minn. 229 (242 
N. W. 718). 

** ‘But it is equally true, that a trustee is clothed 
with all power necessary to protect the trust es- 
tate, and may discharge a prior incumbrance for 
the benefit of the estate; and will be entitled to 
be reimbursed out of the proceeds of the trust 
property. * * * If this were not the law, a trustee 
could not protect the trust property for the benefit 
of the cestui que trust.’ Crutchfield v. Haynes, 
14 Ala. 49. 

“Tf a trustee finds that the trust property is 
mortgaged, his duty to preserve the trust prop- 
erty imposes upon him the obligation of paying 
the interest on the mortgage debt as it becomes 
due and the principal if it becomes due during the 
life of the trust.’ 3 Bogert, Trusts and Trustees 
(1st Ed.), p. 1934, 

“See, also, Harrison v. Mock, 16 Ala. 616; 
Crutchfield v. Haynes, supra; Fischbeck v. Gross, 
112 Ill. 208; Rothwell v. Rothwell, 283 Mass. 563 
(186 N. E. 662); Morton’s Case, 74 N. J. Ea. 
797 (70 Atl. 680); and as to trustee’s duty to 
pay taxes, City of Detroit v. Lewis, 109 Mich. 
155 (32 L. R. A. 489). 

“In view of the circumstances out of which this 
trust arose and the purpose for which it was 
created, it cannot be said that use of trust funds 
by the trustee in making payments on the mort- 
gage liens constituted unlawful conversion or mis- 
appropriation of the funds so used. It follows that 
the defendant trust company is not liable to plain- 
tiffs for trust funds which it received from Henry 
T. Heald in payment of principal or interest on 
the trust mortgages.” 
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Powers — Of Appointment—Validity 
of Power Given Trustee to Deter- 
mine Appointees Among a Class. 

California— 
Estate of Davis, 85 Cal. App. Dec. 136, — Cal. 
App. (2d) Decided April 2, 1936. 

Testatrix’ will provided “I hereby leave 
all of my property to my son William to be 
distributed to my sons and grandchildren as 
he deems best.” On appeal from order deter- 
mining heirship, upholding will and reject- 
ing contention decedent died intestate, order 
affirmed. 

HELD: 1. Will created valid trust, subject 
matter of which is decedent’s estate; pur- 
pose, distribution of estate; and beneficia- 
ries, three sons and two grandchildren of 
testatrix. 

2. Power given trustee to appoint among 
class mentioned valid. 


Spendthrift Trusts—Claim for Sup- ° 
port of Children Allowed. 


Illinois—Appellate Court 
Keller vs. Keller, 284 Ill. App. 198. 


In this case the plaintiff, Marion Keller, 
and the defendant, Theodore P. Keller, were 
married in 1917. Lloyd George and Edith 
Jane were born of that marriage. 


In June, 
1927, a decree of divorce was entered in 
favor of Marion Keller and the care, custody 
and education of the children was granted 
to her, but no provision was made in the 
decree for the payment of alimony or for 
the support of the children. However,. the 
day following the entry of the decree, Theo- 
dore P. Keller created a trust, the express 
intention being to provide adequate support 
for the children. The property constituting 
the trust estate was lost because of encum- 
brances. The father of Theodore P. Keller 
created a trust by his will out of which 
Theodore P. Keller received approximately 
$4,400 per year. The will provided that 
each installment of income was “to be paid 
personally to the child entitled thereto, and 
not to be capable of anticipation or assign- 
ment.” The will was executed about three 
years after the entry of the divorce decree 
and the father died in 1930. 

HELD: That, although spendthrift trusts 
are recognized in Illinois, nevertheless, be- 
cause the will creating the trust did not ex- 
pressly disclose an intention to the contrary, 
because the claim for support of children is 
one which transcends any contractual obli- 
gation, and because of the recognition in our 
law of the unity of the family, the lower 
court did not err in subjecting the income 





460 


from the trust fund to the support of the 
minor children of the beneficiary. 

It is believed that this is the first case in 
Illinois on this particular question and, if 
sustained by later decisions, may modify 
somewhat the validity and effectiveness of 
spendthrift trusts unless contrary provisions 
are incorporated in the trust instrument. 


Trusts—A Spendthrift Trust Cannot 
be Reached to Satisfy a Decree for 
Alimony. 

Massachusetts—Supreme Judicial Court 
Bucknam v. Bucknam, 1936 A. S. 891. Decided 
April 2, 1936. 

Under the terms of a trust the income 
was payable to A until he reached thirty, 
and then the principal. There was a spend- 
thrift trust clause in the usual form, applic- 
able to both income and principal. A’s 
wife obtained a divorce with custody of 
their child and alimony. The decree em- 
bodied an agreement that the trustees 
might pay the wife out of the trust fund 
and charge it to the husband. The trustees, 
however, were not before the Court. A be- 
ing in arrears on the alimony, the wife 
brought an equity suit to reach and apply 
A’s interest in the income of the trust fund 
to satisfy her claim for alimony. 

HELD; (by a majority opinion)—in en- 
forcing a decree for alimony the wife was 
in no different position from any other 
creditor, and was barred from these pro- 
ceedings by the spendthrift trust clause in 
the will. 

The Court left open the question whether 
by proper proceedings in the proper court 
the wife might obtain a decree, not enforc- 
ing the alimony decree as such, but direct- 
ing the trustees to pay reasonable sums 
for the support of legal dependents of the 
beneficiary. (Opinion contains interesting 
discussion.) 


Spendthrift Trusts — Protection of 
Corpus — Not Subject to Alimony 
Claim 

Minnesota—Supreme Court 

Erickson v. Erickson—N.W.— 

Decided March 27, 1936. 

The testator created a trust of the resi- 
due of his estate whereby the income from 
such residue was to be distributed to the 
widow and eight children or to the grand- 
children by right of representation, and the 
principal was to be distributed to the bene- 
ficiaries in five year installments. The will 
provided that no title either in principal or 
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income should vest in the beneficiaries until 
actual distribution to them, and that such 
beneficiaries should have no power to as- 
sign, transfer, anticipate, or dispose of the 
interests in the trust prior to such distribu- 
tion. The divorced wife of one of the bene- 
ficiaries sought to have a judgment in her 
favor for alimony and support money paid 
out of the interest of the beneficiary in such 
trust. The court held that the will created 
a valid spendthrift trust both as to corpus 
and income of the trust estate which pro- 
tected the same during transmission to and 
until actually received by the beneficiaries, 
and that a claim for alimony and support 
money rests upon the same footing as a 
claim of an ordinary creditor. The Restate- 
ment of the Law of Trusts takes the con- 
trary view and holds that obligations for 
alimony transcend the provisions of a 
spendthrift trust. This case illustrates the 
tendency of the Minnesota court to be 
liberal in upholding spendthrift trusts, 
which was also demonstrated in First Na- 
tional Bank v. Olufson, 181 Minn. 289, 232 
N. W. 337. 


Wills—Construction—Invalid Adop- 
tion—Curative Statute 
Wisconsin—Supreme Court 

In Re Bresnehan’s Will, 265 N.W. 93. 

Decided February 4, 1936. 

A testator, in the first paragraph of his 
will, gave his wife “all that part of my estate 
to which she is entitled under and by virtue 
of the laws of the State of Wisconsin, the 
same as though no will had been by me 
made.” In the second paragraph he gave his 
home, subject to the widow’s dower and 
homestead rights, to a nephew whom he de- 
scribed as “my son by adoption.” In the 
third paragraph he gave the residue of the 
estate, two thirds to his sister and one third 
to the nephew above mentioned. 

The attempted adoption of the nephew oc- 
curred in 1918, fourteen years before testa- 
tor’s death. The petition for adoption was 
signed by the testator alone and not joined 
in by his wife; in fact, she did not know of 
the adoption until after the testator’s death. 
The nephew was an adult at the time of the 
adoption. The Wisconsin law at that time 
provided that no petition for adoption by 
a married person should be granted unless 
the husband or wife of the petitioner joined 
therein. In 1929 the legislature passed an act 
purporting to validate all adoptions made 
prior to July 1, 1927. 

The widow of the testator claimed the 
adoption was void and that she was entitled 
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to the entire estate under the first paragraph 
of the will because she was the sole legal 
heir of her husband and would have taken 
his entire estate if he had died intestate. 

HELD: (1) The: question whether the 
adoption was valid or not has no bearing on 
the intention of the testator, which is the 
prime consideration in construing the will. 
Since he thought the nephew was legally 
adopted, and since he manifestly intended to 
give the nephew some property by the will, 
his intention must be respected, and the 
wife’s share of the estate must be limited, in 
spite of the language used in the first para- 
graph of the will, to that which she would 
have received if the testator had died in- 
testate leaving a wife and a son. (On this 
point the Chief Justice dissented, stating 
that the court was reforming the will rather 
than construing it.) 

(2) The adoption was in fact invalid, 
since the requirement of the statute with 
reference to the wife’s consent is jurisdic- 
tional and not merely directory. 

(3) The curative statute enacted in 1929 
is unconstitutional insofar as it attempts to 
validate outright all adoptions occurring 
prior to 1927, since it allows no time within 
which proceedings attacking such adoptions 
may be commenced. 


Wills—Burial Place of Decedent. 
Massachusetts—Supreme Judicial Court 

Vaughan v. Vaughan, 1936 A. S. 839. Decided 

April 1, 1936. 

While there is no right of property in a 
dead body, a court of equity has jurisdic- 
tion over controversies as to the place of 
burial, even to the extent of ordering the 
removal of the body after a suitable burial, 
if the removal is sought for laudable pur- 
poses and is not against the expressed in- 
tentions of the deceased. 

In this case the husband had obtained a 
divorce against his wife, but died before 
the decree nisi became absolute, leaving her 
legally his widow. He had previously pur- 
chased a cemetery lot in Newton, where he 
lived, and his mother was buried there. 
After his death his sister obtained posses- 
sion of the body and had it buried in Ports- 
mouth, N. H. The widow brought suit in 
equity to compel the sister to consent to the 
removal of the body to the Newton lot. 

HELD; the right of possession of a dead 
body for purposes of burial is in the sur- 
viving husband or wife, and his or her 
wishes control against those of the next-of- 
kin. Under all the circumstances the wife 
was entitled to a decree for the removal of 
the body. 
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Of the March 1936 edition of POLK’S 
BANKERS ENCYCLOPEDIA, the out- 


standing bank directory is now available. 


Dependable up-to-date data concerning 
banks, bank officers and directors, invest- 
ment dealers and more valuable informa- 
tion than will be found in any similar 
publication. 


NEW FEATURES 


Designation of F. D. I. C. MEMBERS 
and TRANSIT NUMBERS IN NU- 
MERICAL FORM under special index. 


Price $15.00 per copy—book and monthly 
supplements covering bank changes $20.00. 
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Division of R. L. Potxk & Co. 
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World’s Ten Largest Banks 


The largest bank in the world is the Mid- 
land Bank of London, with total resources 


of $2,4385,544,000. The largest American 
bank, the Chase National Bank of New 
York, with total recources of $2,350,549,000, 
stands in second place, 

London banks have third and fourth places. 
The December 31, 1935, .showing gave 
Lloyd’s Bank, Ltd., and Barclays Banks 
these positions, with total resources of $2,- 
288,196,000 and $2,203,741,000, respectively. 
The fifth largest bank in the world is the 
National City Bank of New York, with 
resources of $1,880,679,000. 

Sixth, seventh, eighth, ninth and tenth 
places in the ranking of the world’s banks 
are held by Guaranty Trust Company of 
New York, Westminster Bank, National 
Provincial Bank of London, Bank of Amer- 
ica, N. T. & S. A., Los Angeles, and the 
Deutsche Bank of Berlin. 


Following announcement that it would 
expand operations to embrace the entire 
Bay area, the San Francisco Bank, San 
Francisco, Cal., opened the first out-of-city 
branch at Burlingame. 
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